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WHAT  IS  THE  BACKGROUND  OF  THIS  BOOK?  FOR  WHOM  IS  IT  INTENDED? 

The  book  contains  thirty  cases  selected  from  a  somewhat  larger 
number  now  being  used  at  the  Harvard  Graduate  School  of  Business 
Administration  in  a  course  known  as  "Administrative  Policy."  For  a 
great  many  years  this  course  has  been  required  of  all  second-year  men 
in  our  two-year  program  leading  to  the  degree  of  Master  in  Business  Ad- 
ministration. 

In  the  first  year,  our  students  all  take  the  same  subjects:  Production, 
Marketing,  Finance,  Control  (the  use  of  accounting  and  statistical 
data),  Administrative  Practices  (human  relationships  and  administra- 
tive responsibilities  in  organizations),  Public  Relationships  and  Re- 
sponsibilities, and  a  special  course  in  case  analysis  and  report  writing 
called  "Elements  of  Administration — General." 

In  the  second  year,  each  student  takes  Administrative  Policy  for  the 
full  year;  and  he  chooses,  from  a  fairly  large  number  of  offerings,  four 
other  full  courses,  or  their  equivalents  in  half  courses. 

Within  this  program,  therefore,  all  our  students,  before  they  begin 
Administrative  Policy,  have  had  training  in  fields  covering  the  basic 
activities  and  functions  of  business.  They  have  also  been  given  a  good 
introduction  into  the  problems  of  administrators  in  business  organiza- 
tions ( and  other  kinds  of  organizations,  for  that  matter ) :  problems  of 
leading  and  participating  in  group  action,  of  getting  things  done 
through  people,  and  of  fitting  a  particular  business  organization  into 
its  larger  community.  And  since  most  of  this  first-year  training  has  been 
carried  on  by  the  study  of  business  cases  and  by  classroom  discussion  of 
those  cases,  the  student  entering  our  second  year  has  acquired  consider- 
able facility  in  dealing  with  specific  business  situations.  He  has  had  prac- 
tice in  discovering  and  analyzing  problems  and  in  working  out  practical 
plans  for  dealing  with  them. 

I  am  enumerating  all  this  by  way  of  explaining  that,  in  collecting  and 
writing  these  cases  for  our  own  use,  we  acted  on  rather  definite  presump- 
tions about  the  educational  training  and  the  state  of  development  of  the 
students  who  would  use  them.  We  believe  it  has  been  an  advantage  to 
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us,  in  teaching  Administrative  Policy  here,  to  have  men  whose  training 
in  the  first  year  has  been  fairly  uniform,  has  been  broad  and,  we  believe, 
realistic.  But  some  of  these  cases  are  also  being  used  in  many  other 
places,  apparently  with  success,  where  the  educational  backgrounds  of 
the  students  have  been  quite  varied. 

Our  own  Administrative  Policy  course  is  described  in  a  recent  cata- 
logue in  the  following  words: 

...  It  covers  the  fields  of  policy-making  and  administration,  building  upon 
and  integrating  the  work  of  the  first  year.  The  viewpoint  is  at  the  level  of  top 
management,  where  company- wide  objectives  are  set  and  departmental  policies 
and  activities  are  coordinated. 

The  course  emphasizes  major  specific  functions  of  top  management,  such  as 
sizing  up  the  company's  situation  in  the  light  of  general  conditions,  and  of 
conditions  within  the  company  itself;  determining  objectives;  developing  sound 
and  consistent  policies  and  plans  for  achieving  the  objectives;  organizing  the  ad- 
ministrative personnel  to  carry  out  the  plans;  guiding  and  maintaining  the  ad- 
ministrative organization;  continually  reappraising  and,  when  necessary,  altering 
objectives,  policies,  and  organization  on  the  basis  of  new  developments. 

During  the  course  the  student  deals  with  the  problems  of  a  large  number  of 
companies  in  widely  diversified  industries.  He  thereby  acquires  an  understanding 
of  the  nature  of  such  problems  and  of  the  responsibilities  of  company  manage- 
ments, including  directors.  He  also  develops  his  own  ability  to  deal  realistically 
with  matters  involving  policy  formulation  and  requiring  administrative  skill. 

One  major  Objective  of  the  course  is  to  develop  the  habit  of  thinking  about 
business  problems  from  this  over-all  point  of  view,  in  order  that  the  student, 
both  early  and  later  in  his  business  career,  and  regardless  of  the  management  level 
in  which  he  is  located,  may  guide  his  own  and  his  department's  activities  in  such 
a  way  as  to  make  the  most  effective  contribution  to  the  business  as  a  whole. 

It  should  be  clear  from  the  foregoing  that  this  material  was  not  pre- 
pared for  any  early  introductory  course.  Hence,  it  is,  in  my  opinion,  best 
used  by  reasonably  advanced  students  who,  in  school  or  by  actual  ex- 
perience, have  acquired  considerable  familiarity  with  the  principal  ac- 
tivities of  business,  with  the  fundamental  problems  faced  by  all  ad- 
ministrators, and  with  the  methods  and  tools  used  by  executives  in  ac- 
tion. 

Originally  these  cases  were  collected  solely  for  the  Administrative 
Policy  course  of  our  regular  M.B.A.  program;  but  many  of  the  cases  are 
now  being  used  in  a  similar  course  in  the  Advanced  Management  Pro- 
gram also.  This  is  a  thirteen-week  program  of  study  which  our  Faculty 
is  conducting  here  twice  a  year  for  business  executives  who  are  sent  by 
their  companies. 

It  is  my  opinion,  based  on  our  own  experience  and  on  the  experience 
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of  others  who  are  using  them,  that  these  cases,  when  used  in  colleges  or 
universities,  are  probably  most  effective  in  courses  given  to  seniors  and 
graduate  students. 

During  the  past  several  years  we  have  received  an  increasingly  large 
number  of  requests  for  permission  to  use  some  of  our  Administrative 
Policy  cases.  Mostly,  these  requests  have  come  from  schools  of  business, 
for  use  by  seniors  and  (or)  graduates,  although  some  have  come 
from  business  organizations  or  from  some  other  groups  conducting  ex- 
ecutive training  courses.  Within  the  limits  of  our  ability  to  do  so,  we 
have  tried  to  meet  these  requests.  Until  recently,  we  made  available  a 
packet  of  some  twenty-six  cases  in  lithoprinted  form.  There  was  a  very 
active  interest  in  this  'packet,"  and  it  was  used  in  a  large  number  of 
places.  Because  of  this  demand,  it  seemed  advisable  to  reselect  a  group 
of  cases  and  make  them  available  in  regular  book  form.  This  book  re- 
places the  packet,  which  will  no  longer  be  available. 

WHAT  IS  AN  "ADMINISTRATIVE  POLICY"  CASE? 

Each  of  the  cases  in  this  book  is  essentially  a  description  of  an  actual 
company  as  of  the  time  the  case  was  written.  Most  cases,  for  purposes  of 
disguise,  have  fictitious  names,  although  some  do  not.  In  certain  in- 
stances, also  for  purposes  of  disguise,  the  geographical  locations  have 
been  changed.  But  in  no  instance  has  the  industry  been  changed.  Almost 
always  the  case  contains  some  information  about  the  industry  and  its 
competitive  conditions.  It  usually  gives  some  historical  background 
about  the  company  itself;  some  financial  and  statistical  data;  and  in- 
formation about  the  company's  products,  its  production  and  marketing 
methods  and  facilities,  its  organization  plan,  and  its  executive  personnel. 

These  cases  are  not  like  law  school  cases  in  either  nature  or  purpose. 
A  law  case  is  essentially  a  decision.  Each  of  our  cases  is  a  situation  about 
which  something  is  yet  to  be  decided,  or  redecided.  A  law  case,  being  an 
official  judgment,  is  a  part  of  the  law.  It  is  to  be  learned  and  heeded  as 
precedent. 

Our  cases  are  more  like  medical  school  cases — patients  to  be  exam- 
ined by  the  advanced  medical  students  under  the  watchful  eye  of  the 
medical  instructor.  The  student  makes  his  examination,  interprets  the 
data  into  a  diagnosis,  prescribes  treatment,  and  gives  treatment.  And  he 
is  left  largely  on  his  own,  so  long  as  the  teaching  doctor  considers  the 
student  to  be  on  the  right  track. 

In  one  sense,  our  cases  are  reports;  in  another  sense,  they  are  not. 
They  do  report  facts,  and  in  some  instances  they  also  report  opinions  of 
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people  within  the  companies.  But  they  do  not  evaluate  the  companies; 
nor  do  they  specifically  state  problems;  nor  necessarily  suggest  solutions. 
They  are  essentially  raw  material  with  which  the  student  may  work. 
Among  themselves  during  preparation,  and  under  the  teacher's  guidance 
in  the  classroom,  students  will  discover  and  analyze  problems  and  will 
work  out  practical  plans  for  dealing  with  them. 

Again,  these  cases  are  not  examples  and  should  not  be  studied  as  such. 
In  no  instance  was  a  particular  company  selected  because  we  believed  it 
to  be  the  "best,"  or  the  "worst,"  in  its  industry;  nor  because  we  thought 
it  was  "average,"  or  "typical."  Obviously,  some  of  these  companies  have 
been  well  managed;  others,  not  so  well.  Some  are  in  very  good  condi- 
tion; others  in  critical  condition.  But,  in  each  of  them  the  person  or  per- 
sons responsible  for  the  particular  venture  must  recognize  and  deal  with 
problems.  These  problems  may  be  desperate  emergencies  calling  for 
drastic  action.  They  may  be  basic  policy  decisions  of  very  long-range 
significance,  even  though  not  requiring  emergency  handling.  Or  they 
may  be  the  somewhat  less  dramatic,  but  nevertheless  important,  prob- 
lems of  routine  administration — keeping  things  going  on  an  even  keel 
from  day  to  day. 

It  has  been  my  experience  and  the  experience  of  many  others  that,  by 
using  cases  such  as  this  book  contains,  a  teacher  and  his  students  can  to- 
gether create  a  "way  of  thinking,"  a  "way  of  feeling,"  and  a  "way  of  do- 
ing things"  which  will  accelerate  tremendously  both  intellectual  growth 
and  emotional  development.  The  discussions  of  these  cases,  in  the  stu- 
dents' rooms  and  in  the  classroom,  can  be  made  to  approximate  with 
amazing  similarity  the  very  same  kinds  of  discussions  that  the  officers  of 
these  companies  have  had  and  still  have  in  their  own  offices  and  com- 
mittee rooms. 

One  product  of  such  study  and  such  discussions  is  information.  But  it 
is  less  important  than  some  other  more  elusive,  but  probably  more  es- 
sential, products:  intellectual  power,  judgment,  and  self-confidence. 

WHAT  ARE  THE  QUESTIONS  OR  PROBLEMS  IN  THESE  CASES,  AND  HOW  ARE 
THEY  SOLVED? 

At  the  top  level,  an  executive  does  not  have  any  "all-wise"  adviser 
tell  him  what  problem  or  problems  he  should  be  watching,  or  working 
at  in  his  company,  at  a  particular  time.  He  must  decide  that  himself.  And 
he  has  no  reference  book  to  look  into,  no  infallible  aid  to  give  him  "the 
solution."  He  must,  nevertheless,  find  some  solution — some  workable 
solution.  This  he  does  by  the  exercise  of  his  judgment,  usually  after  dis- 
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cussion  and  consultation  with  others.  And  neither  before  the  decision  is 
made  nor  after,  will  he  be  absolutely  sure  he  has  taken  the  "right"  ac- 
tion. For  there  is  no  "absolute  right"  in  the  area  of  important  business 
decisions.  There  are  only  "opinion"  and  "judgment."  The  administrator 
must  be  willing  and  able  to  work  in  such  an  atmosphere.  He  must  ac- 
cept the  responsibility  of  dealing  with  some  facts  and  with  many  un- 
knowns in  reaching  his  decisions.  Almost  always,  some  of  his  associates 
will  disagree  with  him,  and  he  should  always  take  their  disagreement 
into  account;  but  finally  he  himself  must  analyze,  decide,  plan,  and  act. 
He  must  work  under  time  pressures,  and  with  less  evidence  than  he 
would  like  to  have.  He  must  work  with  people  who,  like  himself,  are 
imperfect.  He  will  inevitably  make  some  mistakes.  If  he  is  experienced 
and  mature,  he  will  expect  to  make  some.  He  will  hope  to  reach  wise 
decisions  most  of  the  time.  If  he  does,  he  is  a  successful  businessman. 

I  am  not,  for  the  above  suggested  reasons,  including  with  these  cases 
a  specific  list  of  questions.  And  the  cases  do  not  include  any  "official"  or 
"demonstrably  correct"  answers.  Neither  do  I  nor  my  associates  have 
"official"  questions  or  "approved"  solutions.  It  is  part  of  the  student's 
job,  as  it  is  part  of  an  executive's  job,  to  discover  questions  and  to  dis- 
tinguish the  important  problems  from  the  unimportant  ones.  In  some 
cases,  my  colleagues  and  I  do  not  agree  as  to  what  the  most  fundamental 
problems  are;  and  in  many  more  cases  we  do  not  agree  on  a  "best  pos- 
sible course  of  action."  If  we  did,  I  would  question  the  reality  of  our 
cases,  and  perhaps  also  the  quality  of  our  own  views.  That  is  because 
complicated  business  situations  do  not  usually  lend  themselves  to  analy- 
ses and  solutions  upon  which  equally  competent  people  would  exactly 
agree.  These  situations  are  episodes  taken  out  of  our  contemporary 
business  life.  They  include  the  many  variables  and  imponderables  of 
such  life.  Since  you  and  I  are  different  people,  we  will  ( and  should )  at- 
tach to  these  problems  somewhat  different  interpretations. 

I  do,  of  course,  have  my  own  ideas  about  each  of  these  cases;  so  do  my 
associates.  In  some,  I  hold  my  views  with  rather  strong  convictions.  In 
others,  I  am  much  less  sure  of  what  I  think.  And  I  have  changed  those 
views  from  time  to  time.  So  I  certainly  do  not  feel  that  I  know  what 
should  be  done  in  each  of  these  situations. 

Moreover,  I  would  hope  that  my  fellow  teachers  who  use  these  cases, 
wherever  they  are,  will  not  be  disposed  to  force  their  own  views  on  their 
students.  I  think  that  we,  as  instructors,  perform  our  service  best  if  we 
train  the  student  to  make  decisions,  to  develop  and  defend  his  own 
views.  Therefore  we  should  not,  in  my  opinion,  conduct  lectures  about 
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these  cases.  We  should  conduct  discussions  in  which  the  students  take 
part.  And,  if  it  is  agreed  that  that  is  really  the  best  process,  our  function 
as  class  leader  is  not  to  make  sure  that  the  discussion  follows  some  exact 
pattern  we  have  planned.  We  should,  rather,  give  the  students  the  ex- 
perience of  freely  expressing  and  supporting  their  views.  We  should 
probe  for  weak  spots  in  their  thinking  and  their  presentation;  guide 
them  back  onto  the  road  if  they  get  too  far  off;  and  help  them  to  think 
clearly,  realistically,  and  creatively,  and  to  express  themselves  effectively. 
I  think  we  do  this  best  if  we  work  mainly  with  their  ideas  rather  than 
with  our  own. 

SOME  OF  THESE  CASES  ARE  OLD  ONES.  IS  THAT  GOOD  OR  BAD? 

It  is  good.  Actually,  it  would  not  be  possible  to  gather,  write,  experi- 
ment with,  and  publish  thirty  brand-new  cases.  It  takes  too  long.  But 
even  if  we  had  an  unlimited  number  of  skilled  case-gatherers  and  could 
compress  the  time  it  takes  to  make  sure  of  the  teaching  value  of  a  par- 
ticular case,  I  would  still  include  in  such  a  selection  as  this  a  number  of 
"old"  cases,  covering  various  stages  in  the  economic  cycle.  In  this  book 
there  are  cases  whose  terminating  dates  range  from  1931  to  1951.  They 
cover  periods  of  depression,  recovery,  conversion  to  war,  conversion  to 
peace,  and,  lastly,  conversion  to  defense  mobilization.  The  student  will, 
as  he  goes  through  these  widely  varying  situations,  discover  which  kinds 
of  problems  are  closely  related  to  the  state  of  general  business  conditions 
and  which  kinds  are  timeless  in  their  nature.  He  will  see  how  true  it  is 
that  "change"  is  a  principal  characteristic  of  the  environment  in  which 
the  businessman  lives  and  works. 

The  following  list  indicates  the  age  of  the  cases  or  their  distribution  in 
point  of  historical  time: 

No.  of  No.  of  No.  of 

Year  Cases  Year  Cases  Year  Cases 

1931   1  1940   2  1947   3 

1935   2  1941   1  1948   3 

1936   2  1942   2  1949   2 

1937   3  1943   1  1951   1 

1938   2  1945   1 

1939   1  1946   3 

FROM  WHAT  INDUSTRIES  ARE  THE  CASES  DRAWN? 

The  cases  are  drawn  from  over  thirty  different  industries.  In  each  of 
these  situations  the  student  and  teacher  will  usually  know  a  good  deal 
about  the  industry  from  their  own  general  knowledge.  The  case  will 
supply  quite  a  bit  more.  There  is  enough  so  that,  with  thoughtful  study, 
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they  can  get  the  "general  feel"  of  each  industry — enough  to  discuss  in- 
telligently the  problems  of  each  company  without  needing  to  be,  or 
trying  to  become,  experts  in  any  of  the  different  fields. 

This  covering  of  many  industries,  rather  than  a  more  comprehensive 
covering  of  a  few  (with  more  cases  per  industry) ,  offers  some  very  real 
advantages.  It  gives  the  student  a  great  deal  of  perspective  and,  there- 
with, increased  flexibility  in  his  thinking.  And  it  gives  him  the  chance 
to  learn  that  the  basic  problems  of  business  administrators  are  surpris- 
ingly much  alike  from  industry  to  industry,  although  the  technical  mani- 
festations of  the  problems  may  vary  widely. 

The  industries  represented  are  the  following:  bakery  chain,  bookstore, 
candy,  carpets,  centrifugals,  ceramics,  furniture,  coated  fabrics,  confec- 
tioners' and  bakers'  machinery,  cotton  waste  products,  earth-moving 
equipment,  electric  motors,  electric  switches,  electrolytic  machinery,  in- 
jection molding  machinery,  jewelry,  kitchenware,  landing-gear  parts, 
leather,  lithography,  neckwear,  oil,  paints,  coal-tar  derivatives,  presses, 
pumps,  restaurant  chain,  retail  variety  chain,  rivets,  rubber  tires,  shoes, 
sweepers,  magnesium  ladders,  and  television. 

WHAT  IS  THE  SIGNIFICANCE  OF  THE  OUTLINE  HEADINGS  UNDER  WHICH  THE 
CASES  ARE  GROUPED? 

I  suppose  it  would  not  be  an  irreparable  loss  if  we  had  no  headings, 
no  outline  of  topics.  An  apprentice,  working  under  and  with  experi- 
enced businessmen,  does  not  usually  have  any  "topical  outline"  from 
which  to  learn.  By  watching,  studying,  asking,  thinking,  imagining,  co- 
operating, and  taking  action  himself  over  a  fairly  long  period  of  time,  he 
comes  to  know  how  to  do  many  things  he  formerly  did  not  know  how  to 
do.  He  grows  into  an  executive  by  experience.  He  may,  as  he  goes  along, 
formulate  for  his  own  use  some  generalizations  describing  what  ad- 
ministrators should  do.  Or  he  may  not.  The  important  thing  is  that  he 
learns  how  to  perform  his  functions,  not  just  how  to  describe  them. 
Nevertheless,  it  is  probable  that  he  might  attain  more  quickly  the  com- 
petence he  is  seeking  if  he  learns  to  think  of  his  total  job  in  terms  of  its 
component  parts — each  conceived  and  articulated  in  some  useful  termi- 
nology. And  I  think  he  could,  in  turn,  probably  train  others  more  readily 
with  such  helps. 

In  any  event,  in  a  course  of  study  of  this  kind,  there  are  several  good 
reasons  for  developing  a  speaking  acquaintance,  as  well  as  a  working  ac- 
quaintance, with  some  basic  concepts — some  of  the  elements  in  the 
process  of  administration.  And,  for  those  reasons,  which  I  believe  are 
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fairly  obvious,  I  have  arranged  the  cases  in  this  book  under  a  few  simple 
headings.  They  are: 

I.  Top  Management:  Problems,  Policies,  Plans,  and  Personalities 
II.  Sizing  Up  a  Situation  and  Planning  a  Program  of  Action 

III.  Organizing  Administrative  Personnel  and  Putting  Plans  into  Action 

IV.  Follow-Up  (Control)  and  Reappraisal 

The  first  heading,  "Top  Management:  Problems,  Policies,  Plans,  and 
Personalities,"  is  introductory  in  its  intent.  It  suggests  that  the  discus- 
sions of  the  first  six  cases  might  start  the  development  of  a  top-manage- 
ment viewpoint  and  serve  as  an  introduction  to  several  basic  concepts 
which  may  be  further  developed  with  much  more  thoroughness  in  the 
subsequent  cases.  The  student  can  be  introduced  to  the  atmosphere  or 
environment  in  which  top-level  business  executives  work.  He  can  see 
whom  we  mean  when  we  speak  of  "top  management"  (including  di- 
rectors ) ,  whether  in  a  large  company  or  a  small  one.  He  can  see  that  in 
every  specific  company  the  management  consists  of  "people" — real  peo- 
ple— not  boxes  in  an  organization  chart  drawn  on  a  piece  of  paper;  and 
he  can  see  that  they  have  all  the  normal  human  frailties  as  well  as 
strengths.  He  can  see  that  they  deal  with,  and  work  through,  other  peo- 
ple. He  should  discover  that  an  administrator's  life  includes  some  rou- 
tine work,  but  that  it  is  characterized  chiefly  by  the  need  to  deal  with 
nonroutine  problems;  that  new  problems  constantly  appear  and  old 
ones  reappear;  that  "change,"  and  the  "unexpected,"  must  in  fact  be  ex- 
pected. He  can  also  see  what  is  meant  by  "sizing  up  a  situation,"  by  "de- 
veloping programs,"  by  "planning,"  and  by  "taking  action." 

He  should  begin  to  learn  quite  a  lot  about  the  nature  and  origin  of 
policies :  to  see  that  policy  formulation  is  not  necessarily  a  formal  proc- 
ess, although  at  times  it  may  be;  that  in  some  situations  a  policy  is 
adopted  by  a  vote,  or  edict,  before  it  is  put  into  effect;  that  in  more  cases, 
perhaps,  policies  grow  into  being  by  unplanned  action,  or  custom,  or 
precedent,  and  are  stated  and  adopted  officially  long  thereafter;  and  that 
in  many  situations,  policies  are  in  use,  and  are  well  understood,  without 
ever  being  reduced  to  specific  statement,  or  adoption.  And,  of  course, 
there  are  many  instances  where  there  is  a  discrepancy  between  a  "stated" 
policy  and  an  "actually  practiced"  policy.  The  actual  practice  is  what  the 
members  of  an  organization  do,  in  fact,  do;  and  it  may  differ  from  the 
announcements  and  wishes  of  the  top  management.  It  may  differ  from 
what  the  management  thinks  is  being  done.  In  this  regard,  the  student 
should  observe  that  policy  formulation  is  not  the  sole  prerogative  of  the 
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head,  or  of  the  heads,  of  a  company;  rather,  that  much  policy  making  is 
done  ( and  should  be  I  at  fairly  low  levels  in  an  organization.  A  wise 
administrator  is,  however,  aware  of  such  "in-the-ranks"  policy  making, 
and  gives  it  his  conscious  approval  or  deals  with  it  otherwise. 

From  the  introductorv  cases  the  student  should  acquire  increased 
familiarity  with  the  nature  of  leadership,  and  with  the  nature  of  author- 
ity, too.  He  should  be  aware  of  the  great  difference  between  "formal  au- 
thority" and  "effective  authority."  He  should  be  aware  that  effective 
authority  cannot  be  conferred  from  above;  that  it  must  be  deserved, 
earned,  and  awarded  from  below. 

So  much  for  the  implications  and  possibilities  of  the  first  topical  head- 
ing. 

The  second,  third,  and  fourth  headings  encompass  at  least  six  funda- 
mental concepts  and  steps  in  the  process  of  administration:  (  1 )  Sizing 
Up  a  Situation  and  2  Planning  a  Program  of  Action:  ?  Organizing 
Administrative  Personnel  and  (4)  Putting  Plans  into  Action;  (5  I  Fol- 
lowing Up.  or  Keeping  Informed,  and  I  6  I  Reappraising  Previous 
Thinking  and  Actions  in  the  Light  of  Unfolding  Events. 

The  reasoning  behind  these  three  ( or  six  )  general  outline  headings 
derives  from  two  different  sets  of  facts :  (a)  the  administrator,  in  his 
world  of  activity,  tends  to  follow  some  such  sequence  of  steps  as  is  sug- 
gested by  these  headings;  and  (b)  there  are,  furthermore,  very  real 
pedagogical  reasons  for  emphasizing  certain  aspects  of  the  ad  minis  tra- 
:::  s  job  in  a  progressive  sequence  and  in  a  cumulative  manner.  I  will 
consider  these  two  kinds  of  reasons. 

A  chief  executive,  by  himself  or  together  with  the  members  of  his 
management  organization,  is  usually  engaged  in  performing  at  the  same 
time  many  of  the  steps  that  make  up  his  job.  Among  them  are:  gather- 
ing information;  assessing  the  significance  of  what  he  learns;  sorting  the 
important  from  the  unimportant;  tracing  svmptoms  back  to  basic  causes; 
and  selecting  out  the  main  thing  or  things  toward  which  he  devotes 
more  intensive  attention.  These  steps,  together,  we  may  call  "sizing  up 
his  situation"  or  "analvzing  the  companv's  position."  The  doctor  calls  it 
"making  a  diagnosis";  the  military  man  calls  it  "making  an  estimate  of 
the  situation."  Any  given  business  executive  mav  use  some  of  these 
phrases,  or  he  may  use  still  others.  I  hold  no  strong  brief  for  anv  one  of 
them.  The  point  is  that  the  business  executive  has  to  do  the  kinds  of 
examining,  analyzing,  and  deciding  that  are  connoted  bv  these  phrases. 

Next,  having  decided  what  the  nature  of  his  problem  or  problems 
really  is,  he  must  devise  a  program  of  action — must  decide  what  should 
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be  done.  This  includes:  setting  both  long-range  and  short-range  ob- 
jectives or  goals;  formulating  basic  policies  and  operating  plans;  and 
weaving  these  together  into  an  over-all  program.  In  doing  so,  he  must 
be  careful  that  in  his  thinking  he  has  not  skipped  lightly  over  the  inter- 
mediate steps  that  must  be  taken  in  getting  from  where  the  company 
actually  is  to  where  he  would  like  to  lead  it.  He  must  take  into  account 
the  limitations  and  strengths  of  his  own  people,  of  his  finances,  of  com- 
petitors— of  his  total  situation.  He  must  give  careful  weight  to  the  time 
factors  involved.  He  must  ask  himself  such  questions  as:  "How  long  will 
such  and  such  take?"  "In  what  order  should  various  parts  of  the  program 
be  started?"  "Can  Part  B  be  begun  before  Part  A  is  finished?"  In  work- 
ing out  the  basic  policies  and  plans,  he  ( with  his  associates )  determines 
the  character  of  the  company.  All  these  planning  activities  call  for  the 
use  of  foresight,  imagination,  and  vision — the  creative  characteristics. 
They  must  be  fed  by  confidence  and  enthusiasm.  Yet  they  must  be 
tempered  and  held  in  line  by  judgment  and  common  sense.  Above  all, 
the  plans  must  be  geared  to  the  present  or  potential  abilities  of  people — 
of  the  people  now  in  the  company  or  obtainable  from  somewhere  else. 
The  planning  must  include  determinations  of  who  will  do  what — and  I 
mean  specifically  who,  not  just  somebody. 

After  a  size-up  has  been  made  and  the  planning  has  been  done,  the 
administrator  takes  the  next,  extremely  important,  step  of  actually 
launching  the  program,  of  putting  the  plans  into  effect.  The  emphasis 
changes  from  thinking  to  acting.  People  must  start  making  the  decisions 
and  performing  the  functions  that  were  planned  for  them.  The  chief 
executive  changes,  for  the  moment  at  least,  from  playwright  to  producer. 

The  heads  of  business  organizations  work  with  and  through  other 
people.  That  statement  seems  trite,  perhaps;  but  its  implications  are  so 
often  overlooked  that  it  warrants  frequent  repetition  and  consideration. 
The  keenest  analysis  and  the  most  brilliant  of  plans  will  come  to  naught 
unless  there  is  a  leader  who  gets  people  to  work  together,  effectively, 
along  the  lines  planned.  If  someone  is  starting  a  new  business,  he  must 
find,  train,  and  develop  into  a  working  team  all  his  key  people.  If  it  is  a 
going  concern,  and  substantial  changes  in  objectives  and  operations  are 
undertaken,  the  chief  officer  (with  the  help  of  others,  usually)  may  per- 
haps have  to  find  some  new  person  or  persons  with  special  abilities;  and 
he  will  probably  also  have  to  retrain,  to  some  extent,  some  people  in  the 
existing  management  group.  And,  of  course,  many  new  plans  do  not 
require  new  people.  But  in  any  case,  the  chief  officer  must  see  that  he 
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has,  in  so  far  as  he  can,  assistants  who  are  capable,  collectively,  of  carry- 
ing out  the  company's  program. 

This  leads  us  easily  to  the  next  consideration,  the  importance  of  fol- 
lowing up  and  keeping  track  of  things.  Since  the  chief  officer  is  re- 
sponsible for  what  actually  happens,  he  needs  to  watch  actual  perform- 
ances and  actual  results,  closely  and  promptly,  so  that  he  can  guide  the 
organization  toward  the  predetermined  goals,  if  that  still  seems  wise  in 
the  light  of  developments,  or  away  from  those  goals,  if  that  is  indicated. 
So  he  needs  to  have  coming  to  him,  from  inside  his  company  and  from 
outside,  a  regular  flow  of  information — often  called  a  "system  of  con- 
trols." It  is  as  important  as  military  intelligence  to  the  general.  The 
system  probably  includes  regular  and  occasional  accounting  and  sta- 
tistical reports,  other  written  reports,  oral  reports,  and  information  from 
industrial  and  general  news  sources.  A  very  important  part  of  this  con- 
trol process  is  informal  person-to-person  discussion,  by  means  of  which 
the  responsible  officer  can  find  out,  not  only  "what  is  happening,"  but 
also  "how  does  so-and-so  feel  about  what  is  happening?"  That  may  well 
indicate  what  is  likely  to  happen  next. 

It  is  worthy  of  emphasis  that  this  control  information  should  be 
much  more  than  a  gathering  of  historical  data.  Rather,  it  must  be  a 
gathering  and  using  of  live,  "still-happening"  data,  so  that  a  timely, 
usable  basis  is  provided  for  reappraising,  in  the  light  of  newly  unfolding 
events,  the  wisdom  of  original  analysis  and  plans  and  the  effectiveness  of 
the  organization's  actions. 

If  the  boss  finds  that  the  expected  results  are  being  achieved,  it  is 
probable  (although  not  absolutely  certain)  that  the  size-up  and  the 
program  were  of  good  quality  and  that  the  organization  is  efficient.  It 
is  always  possible,  of  course,  that  still  better  results  might  have  been 
achieved  by  different  decisions  and  different  actions.  Very  often  the  ex- 
pected results  are  not  being  achieved.  Then  the  boss  is  put  on  notice  that 
there  were  weaknesses  or  breakdowns  in  one  or  two,  or  all  three,  of  the 
areas:  size-up,  planning,  taking  action.  If  the  control  information  is 
good,  it  will  help  him  discover  where  the  actual  or  potential  trouble 
seems  to  lie,  and  will  thus  indicate  where  corrective  or,  preferably,  pre- 
ventive steps  should  be  taken. 

I  stated  earlier  that  an  administrator  tends  to  perform  his  functions 
in  the  order  just  suggested.  And  that  is  the  tendency;  but  he  does  not, 
in  practice,  usually  finish  one  step  before  he  starts  the  next.  More  likely 
he  jumps  back  and  forth  somewhat  (often,  too  much)  between  analysis, 
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planning,  and  making  organizational  moves.  Furthermore,  in  my  dis- 
cussion of  these  elemental  parts  of  the  administrative  process,  I  have 
perhaps  implied  that  the  executive  discovers  and  solves  one  problem  at 
a  time.  Manifestly,  his  life  is  not  that  simple.  Quite  the  contrary.  He 
deals  with  many  problems,  each  in  various  stages  of  handling.  And  all  of 
them  at  once  add  up  to  a  great  deal  more  than  the  mathematical  sum  of 
the  components.  Hence  the  requirement  that  a  good  administrator  have 
special  talent  for  dealing  with  dynamic  complex  situations. 

Now  let  us  return  to  the  matter  of  our  "outline  of  cases"  and  look  at 
it  this  time  from  the  standpoint  of  its  pedagogical  value.  I  have  already 
suggested  that  learning  to  be  a  good  administrator  is  a  slow  job  and  that 
it  is  a  matter  of  growing  and  increasing  one's  capacities  rather  than  a 
matter  of  accumulating  information.  Clearly,  people  do  not  all  grow  at 
the  same  rate.  Nor  do  any  two  persons  learn  exactly  the  same  things 
from  the  same  discussion  of  a  particular  case.  So  I  would  urge  anyone 
using  these  cases  not  to  try  to  see  that  on  any  given  day,  from  some 
particular  case,  a  specific  ability  or  degree  of  ability  is  developed.  Better 
let  the  learning  process  unfold  more  nearly  at  its  own  pace  without  at- 
tempting such-  minute  direction. 

However,  both  students  and  instructors  will  probably  find  it  perfectly 
natural  and  easy,  as  they  progress  from  the  earlier  cases  to  the  later  ones, 
to  change  emphasis.  At  first  it  will  take,  and  will  deserve,  a  great  deal  of 
the  preparation  time  and  the  class  time  to  develop  good  analyses.  So  at 
first  the  students  and  the  instructors  will  probably  minimize  the  amount 
of  time  spent  on  matters  of  planning,  taking  action,  and  follow-up. 
Later,  after  the  members  of  a  class  have  increased  their  facility  at  making 
a  good  size-up,  they  will  both  devote  less  discussion  time  to  the  size-up 
and  relatively  more  to  the  other  matters. 

By  the  time  the  teacher  gets  toward  the  end  of  the  outline,  it  will  be 
fairly  clear,  I  believe,  that  "reappraisal"  is  essentially  the  same  as  "ap- 
praisal." And  he  will  discover  that  the  route  of  travel  from  Size-Up, 
through  Planning,  Organizing,  Putting  Plans  into  Action,  Control,  and 
to  Reappraisal  is  not  a  straight  line,  starting  at  one  place  and  ending 
somewhere  else.  It  is  much  more  like  a  circle.  With  the  same  problem 
the  administrator  goes  around  the  circle  many  times.  And,  as  we  have 
said,  he  is  busy  with  many  circles.  That  is  why  every  business  organiza- 
tion always  needs  a  head— and  why  his  job  never  really  gets  finished. 
As  soon  as  he  gets  his  company  more  or  less  on  top  of  a  certain  situation, 
something  usually  will  have  happened,  inside  the  company  or  outside, 
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and  he  ( with  his  associates )  will  have  to  deal  with  that  same  situation 
again,  or  with  a  new  one. 

SHOULD  THE  CASES  BE  STUDIED  IN  EXACTLY  THE  SAME  ORDER  IN  WHICH  THEY 
APPEAR  IN  THE  BOOK? 

Not  necessarily.  To  be  sure,  I  have  arranged  the  cases  in  this  order 
because  I  believe  that,  if  thev  are  studied  in  about  this  sequence,  the 
student's  progress  will  be  facilitated.  But  anyone  should  feel  free  to  take 
them  up  in  any  other  order;  and  I  would  expect  teachers  to  make  what- 
ever changes  their  experience  indicates  they  should  make,  in  both  the 
order  of  handling  the  cases  and  in  the  outline  itself. 

Actually,  these  cases  could  be  taught  in  almost  any  sequence.  We 
have  used  some  of  them  early  in  our  course  in  some  years,  and  later  in 
other  vears.  We  have,  in  fact,  sometimes  used  a  particular  case  early, 
and  then  used  it  again  later,  with  the  same  class  in  the  same  year.  Quite 
clearly,  the  emphasis  changes,  the  thoroughness  changes,  and  the  quality 
of  the  discussion  is  improved  as  the  students  grow  in  ability,  regardless 
of  which  case  is  being  handled. 

HOW  SHOULD  A  STUDENT  PREPARE  A  CASE  FOR  CLASS? 

I  am  including  this  question,  and  attempting  to  say  something  in 
answer  to  it,  because  it  has  been  put  to  me  manv  times  by  mv  own  stu- 
dents when  they  are  starting  out  in  the  course,  and  also  by  people  study- 
ing and  teaching  these  cases  elsewhere.  Actually,  the  question  is  often 
put:  "What  is  the  best  way  to  prepare  a  case?"  That  one  I  cannot  answer, 
inasmuch  as  I  do  not  think  there  is  any  best  way.  There  are  perhaps 
manv  good,  useful  ways.  Each  of  us  must  develop  the  one  ( or  ones )  that 
serve  us  best.  Moreover,  we  must  change  our  approach  somewhat,  to 
deal  with  each  new  situation.  And  each  case  is  a  new  situation.  So  there 
is  no  formula,  no  basic  pattern  that  I  can  pass  on.  I  can,  at  most,  make  a 
few  observations,  and  they  should  be  considered  as  having  no  stamp  of 
authority. 

I  would  recommend  the  following  to  the  student:  Since  the  cases  are 
long,  I  think  that  part  of  vour  preparation  will  be  to  make  some  notes; 
but  first  I  would  read  the  case  clear  through,  to  get  at  least  a  general  im- 
pression of  what  it  is  about,  how  it  comes  out,  and  what  kinds  of  in- 
formation it  contains.  I  think  there  is  a  real  advantage  in  doing  at  least 
the  first  reading  some  time  before — perhaps  a  day  or  two  before — the 
time  when  you  must  do  your  thorough  and  final  preparation.  There  is 
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value  in  getting  the  general  situation  into  your  head  and  mulling  it 
over,  both  consciously  and  subconsciously,  for  a  while.  That  is  true  of 
any  important  problem  we  have  to  deal  with — in  school,  in  business, 
anywhere.  But,  back  to  case  preparation. 

For  the  second  reading,  I  would  hope  you  have,  and  take,  the  time  to 
read  the  case  slowly  and  carefully,  studying  the  tables  and  other  kinds  of 
exhibits.  Make  some  notes  as  you  go  along.  Perhaps  some  headings  will 
occur  to  you  under  which  you  may  want  to  summarize  what  you  believe 
are  especially  pertinent  facts.  These  would  vary  from  case  to  case.  More- 
over, what  may  look  like  a  basic  fact  or  issue  at  first,  may  come  to  seem 
less  important  than  something  else  as  you  work  longer. 

While  going  through  these  first  two  stages,  I  usually  ask  myself 
something  like  the  following  questions:  "Does  this  company  seem  gen- 
erally to  be  doing  well,  or  not  doing  well?"  "Is  it  making  or  losing 
money?"  "Is  its  current  financial  situation  strong  or  weak?"  "Does  it 
seem  to  be  faring  better  or  worse  than  competitors?"  Next,  perhaps: 
"On  what  basis  must  any  one  company  compete  with  the  others  in  this 
particular  industry?"  "At  what  kinds  of  things  does  it  have  to  be  espe- 
cially competent,  in  order  to  succeed?"  And  then:  "Does  this  company 
seem  to  be  good  at  those  particular  kinds  of  things?"  If  another  company 
is  getting  along  better,  I  try  to  decide  why.  "How  is  the  whole  industry 
doing?"  "Is  it  growing  and  expanding?"  "Or  is  it  static;  or  declining?" 

"Have  the  officers  of  this  company  selected  appropriate  and  achiev- 
able objectives?"  "Do  the  separate  objectives  fit  together  into  one  gen- 
eral program  that  makes  sense,  and  which,  if  carried  out,  might  lead  to 
success?"  "Are  they,  in  fact,  carrying  out  the  program?"  "What,  in  the 
very  nature  of  things,  are  the  important  functions  in  this  situation?" 
"Does  this  company  have  sufficiently  capable  people  in  the  key  posi- 
tions?" "Do  they  work  together  as  a  team?"  "Does  the  nominal  leader 
of  the  company  really  lead  it?"  "Does  anyone  else?"  "What  do  his 
record,  or  his  plans,  or  his  statements  seem  to  indicate  about  his  basic 
ability?" 

Many  other  such  questions  may  be  asked,  all  of  them  helping  me 
make  my  size-up  of  the  company  and  its  situation. 

If  I  conclude  that  the  company  is  doing  well,  that  the  management 
has  good  plans  and  is  made  up  of  people  with  the  kinds  of  ability  needed, 
for  the  present  and  the  future,  I  would  presumably  advise  that  they  keep 
on  doing  what  they  are  doing,  watching,  as  they  go  along,  for  any  new 
developments. 

If,  however,  I  find  signs  of  trouble  and  trace  down  the  troubles  to  fun- 
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damental  causes,  I  should  end  up  with  a  reasonably  compact  statement 
of  what  basic  thing,  or  things,  must  be  dealt  with  to  get  the  company  out 
of  trouble  or  to  avert  impending  trouble. 

Here  I  must  devise  a  program  of  action  of  some  kind.  I  must  explore 
and  decide  what  I  would  like  to  see  done.  But  I  must  be  realistic  and 
take  into  account  all  the  limiting  factors  of  the  actual  situation.  I  must, 
in  effect,  build  a  bridge  (that  could  really  be  built)  to  carry  the  company 
from  where  it  is  to  where  I  think  it  should  go. 

These  questions  are  onlv  suggestive,  obviously.  You  will  think  of 
others,  and  the  sequence  in  which  vou  might  put  them  to  yourself  is  up 
to  vou.  Perhaps,  however,  when  you  feel  that  you  are  about  at  the  end  of 
your  preparation,  it  is  well  to  ask:  "Have  I  worked  this  thing  through  to 
the  point  where,  if  I  really  had  a  chance  to  talk  to  the  person  or  persons 
responsible  for  this  company,  I  could  ( 1  )  talk  intelligently  with  them 
about  their  company  and  their  job  in  running  it;  (2  )  show  them  why 
the  main  issues  I  have  distilled  out  as  a  result  of  my  analysis  are  really  of 
first  importance;  and  ( 3 )  give  them  a  co-ordinated  program  of  action 
that  would  be  practical  and  would  have  a  reasonable  chance  to  succeed?" 

I  would  urge  students  to  discuss  the  cases  with  one  another  while  pre- 
paring them.  Men  in  business  discuss  their  problems  with  their  key  peo- 
ple. But  be  sure  you  do  your  own  independent  work  and  independent 
thinking.  Don't  be  too  stubborn  to  recognize  a  better  idea  than  your 
own,  but  be  sure  you  really  understand  it,  and  accept  it,  before  you  make 
it  your  own. 

One  more  observation.  Not  infrequently,  students  express  the  wish 
for  more  information  than  is  in  the  case;  they  feel  that  they  can't  make 
a  decision  without  more  facts.  Don't  hide  behind  that  bogey.  For  one 
thing,  businessmen  never  have  all  the  facts  they  would  like  to  have. 
And,  as  far  as  the  cases  are  concerned,  they  all  contain  enough  informa- 
tion so  that  you  can  decide  and  recommend  something.  Be  sure  you  learn 
how  to  use,  and  do  use,  all  the  information  you  do  have. 

IS  OUTSIDE  READING  NECESSARY?  OR  DESIRABLE? 

It  is  not  necessary.  These  cases  can,  and  at  our  School  and  many  other 
places  do,  make  up  the  subject  matter  of  a  complete  course.  In  this  cur- 
rent academic  year  we  are,  however,  asking  our  students  to  read,  during 
the  course,  three  books,  one  each  in  the  fields  of  directors  and  their  func- 
tions, executive  action,  and  executive  training.  We  believe  that  these 
readings  will  add  background  to  what  we  can  develop  in  case  discussions. 
They  are  not  textbooks:  they  are  general  discussions  of  their  fields.  In 
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some  past  years  we  have  suggested  similar  readings.  But  neither  these 
nor  any  other  books  need  to  be  read  in  order  fully  to  use  the  cases. 

Any  instructor  that  is  conducting  a  similar  course  will  know  better 
than  I  whether  some  particular  outside  readings  would  help  his  partic- 
ular students.  That  is,  I  think,  quite  a  personal  matter,  depending  on  the 
disposition  and  methods  of  the  instructor  and  on  the  backgrounds  and 
interests  of  individual  students. 

Taking  a  somewhat  longer-range  view  of  background  reading,  I  have 
for  many  years  urged  my  students,  while  they  are  in  school  and  in  so  far 
as  time  allows — and  during  the  rest  of  their  lives  as  well — to  do  a  kind 
of  reading  which  I  will  suggest  to  all  of  you  who  study  policy  formula- 
tion and  administration. 

Read  with  discrimination  as  many  books  and  magazine  articles  as  you 
conveniently  can  in  the  areas  of  administration  and  leadership.  I  am  sup- 
plying no  list  here,  nor  telling  which  I  might  consider  the  best  ones. 
There  is  a  growing  amount  of  good  literature  in  these  fields,  and  I  be- 
lieve that  it  will  increase  in  both  quantity  and  quality  as  we  all  learn 
more  about  these  subjects.  Whatever  you  do  read,  do  not  read  it  as  au- 
thoritative or  final.  Read  it  to  stimulate  your  own  thinking.  Be  open 
minded;  but  decide  for  yourself  what  you  conclude  is  good  and  profit- 
able, and  have  your  own  reasons  for  what  you  decide.  See  how  you  can 
use  what  you  read,  and  what  you  conclude  about  it,  in  your  own  situa- 
tions. Let  the  objective  be  not  that  you  aim  to  know  more,  rather  that 
you  aim  to  be  able  to  do  more,  as  an  effective  leader. 

Read  good  biographies  and  autobiographies  of  men  and  women  who 
were  or  are  themselves  leaders  in  any  field.  Read  all  kinds  of  history, 
with  special  attention  to  the  people  who  were  in  the  forefront  of  move- 
ments. Read  a  good  daily  paper  and/or  a  weekly  news  magazine,  in  or- 
der to  keep  in  touch  with  the  world  today;  and,  when  reading  such  news, 
look  at  events  through  the  eyes  of  the  persons  who  head  businesses,  edu- 
cational institutions,  government  agencies,  churches,  or  other  kinds  of 
organizations,  noting  what  kinds  of  decisions  they  have  to  make  and 
what  actions  they  have  to  take.  This  will  make  you  appreciate,  perhaps 
more  than  you  do  now,  what  the  responsibilities  of  prominent  leaders 
really  are.  You  might  also  sometimes  ask  yourselves  what  you  would  do 
if  you  had  their  jobs. 

And  I  suggest  reading  in  many  other  fields,  because  business  is  only 
one  aspect  of  our  very  complicated  civilization,  all  the  parts  of  which  in- 
fluence and  are  influenced  by  one  another.  A  business  leader  will  be  the 
more  effective  and  more  useful  to  society  the  better  he  understands  peo- 
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pie,  what  they  ate  like,  how  they  behave,  and  how  they  are  motivated; 
and  the  better  acquainted  he  is  with  past  and  present  movements  in  the 
arts,  the  sciences,  and  the  humanities,  in  our  civilization  and  in  other 
civilizations. 

Clearly,  such  suggested  readings  as  these  are  lifelong  assignments  and 
are  not  calculated  to  make  easier  the  discussion  of  a  particular  case  on  a 
particular  day  in  the  classroom,  although  they  may  help  sooner  than  one 
might  suppose.  Over  a  period  of  time,  of  course,  such  habits  of  reading 
can  open  up  to  us  great  sources  of  pleasure  and  also  great  sources  of  help, 
which,  when  combined  with  our  own  interpretations  of  our  own  experi- 
ences, can  further  our  growth  and  development  as  human  beings,  our 
usefulness  as  citizens,  and  our  capacity  for  service  as  administrators.  If 
we  do  so  grow  and  develop,  we  will  be  better  able  to  deal  wisely  with 
the  many  "case  problems"  that  will  actually  confront  us  in  the  several 
areas  for  which  we  have,  or  will  have,  responsibility — in  business  or 
wherever  else. 
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STAGEY  TILE  COMPANY 


The  Stacey  Tile  Company  suffered  losses  each  year  after  1928;  its 
sales  declined  from  $997,835  in  1926  to  $1,867  in  1934,  and  in- 
creased to  only  $43,948  in  1935.  On  August  1,  1936,  P.  B.  Gilbert  ob- 
tained control  of  the  company.  Mr.  Gilbert  was  experienced  in  tile  man- 
ufacture; he  had  started  in  1920  with  one  of  the  large  tile  companies, 
had  served  as  foreman,  factory  superintendent,  and  general  manager, 
and  in  1926  had  been  made  president  of  that  company.  He  resigned 
from  this  position  in  1935  because  he  could  obtain  no  more  than  a 
small  proprietary  interest  in  the  company  and  wanted  to  enter  business 
for  himself.  When  he  assumed  control  of  the  Stacey  company,  he  in- 
tended to  have  it  operating  efficiently  by  the  following  spring  in  order 
that  he  might  take  advantage  of  the  substantial  increase  in  tile  sales 
which  he  forecast  would  take  place  not  later  than  the  summer  of  1937. 

The  company,  located  in  New  Brunswick,  New  Jersey,  had  manu- 
factured floor  and  wall  tile  for  more  than  25  years  under  the  ownership 
and  personal  supervision  of  Mr.  Kilmer.  After  Mr.  Kilmer's  death  in 
1931,  his  widow  and  his  son-in-law,  Mr.  Pearson,  attempted  to  manage 
the  company.  In  1934  they  mortgaged  its  fixed  assets  to  obtain  a  loan 
of  $60,750  from  the  Reconstruction  Finance  Corporation.  Because  of 
sustained  losses,  however,  they  were  threatened  with  foreclosure  pro- 
ceedings in  the  spring  of  1936.  Mr.  Gilbert  heard  of  the  situation  and 
carefully  investigated  the  company.  After  finding  the  officials  of  the 
Reconstruction  Finance  Corporation  willing  to  co-operate  with  him,  he 
made  the  following  agreement  with  Mrs.  Kilmer:  In  return  for  80% 
of  the  company's  common  stock  and  an  option  to  buy  the  remainder,  he 
would  personally  supervise  the  company's  operations  and  arrange  to 
give  Mrs.  Kilmer  title  to  her  home  which  had  been  held  in  the  name  of 
the  company. 

Mr.  Gilbert's  investigation  of  the  company  revealed  that  it  had  man- 
ufactured chiefly  floor  tile.  Virtually  all  floor  tile  is  made  without  a 
glazed  surface,  whereas  most  wall  tile  is  glazed.  Mr.  Gilbert  found  that 
the  company  had  the  necessary  equipment  to  glaze  only  one-fourth  of 
its  potential  tile  production.  Most  of  the  company's  glazing  capacity  had 
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been  acquired  in  1928  and  had  not  been  used  after  1931.  Mr.  Gilbert 
also  found  that  the  company,  then  operating  at  2  %  of  its  capacity,  had 
20  people  in  its  employ:  15  factory  workers,  2  foremen,  a  plant  super- 


Exhibit  1 

Stacey  Tile  Company 

Selected  Balance  Sheets 


July  31, 

Dec.  31, 

March  31, 

Assets 

1936 

1936 

1937 

Current  Assets: 

Cash  

$  10,228 

$  715 

$  954 

Accounts  Receivable  

2,773 

10,865 

42,762 

Notes  Receivable  

  573 

471 

471 

Inventories  

  6,033 

55,183 

49,456 

Total  Current  Assets  

$  19,607 

$  67,234 

$  93,643 

Fixed  Assets: 

til  ACQ 

  173,46o 

55,315 

55,315 

Buildings  

68,682 

68,682 

68,682 

Machinery  

95,106 

99,171 

99,171 

Kilns  

  39,638 

39,638 

39,638 

Factory  Fixtures  

12,189 

12,189 

12,189 

Automobiles  

804 

804 

804 

Office  Equipment  

1,307 

1,359 

1,359 

1  4QQ 

9  07 

IXi  1 

977 

Total  Assets  

 $412,300 

$344,599 

$371,073 

Liabilities 

Current  Liabilities: 

Accounts  Payable  

 $  2,143 

$  36,749 

$  51,549 

Accrued  Expenses  

  14,189 

19,700 

21,819 

Notes  Payable  *  

72,600 

80,600 

Total  Current  Liabilities  

 $  16,332 

$129,049 

$153,968 

RFC  Mortgage  

60,750 

60,300 

60,300 

Reserve  for  Depreciation  

.  ,  92,134 

92,134 

92,134 

Capital: 

Capital  Stock  

200,000 

100,000 

100,000 

Surplus  

  43,084 

Deficit  

36,884 

35,329 

Total  Liabilities  

 $412,300 

$344,599 

$371,073 

*  The  notes  were  payable  to  P.  B.  Gilbert. 

intendent,  a  bookkeeper,  and  a  stenographer.  All  the  employees  had 
been  with  the  company  for  10  years  or  more.  Mr.  Gilbert  considered 
much  of  the  company's  equipment  obsolete  and  the  layout  of  its  plant 
inefficient.  No  fans  had  been  installed,  and  the  air  was  heavy  with  dust 
raised  by  conveyors  moving  over  the  factory's  wooden  floor.  The  com- 
pany's balance  sheet  for  July  31,  1936,  is  included  in  Exhibit  1. 
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After  his  investigation,  Mr.  Gilbert  decided  that  with  repairs  and  re- 
placements the  company  could  be  operated  profitably  because  of  its 
favorable  location.  In  this  regard  he  stated: 

Tile  buyers  have  demanded  prompt  deliveries  since  the  advent  of  colored 
tile  in  1924.  By  the  use  of  trucks,  the  Stacey  Company  can  give  24-hour  delivery 
service  to  customers  within  a  radius  of  300  miles  of  New  Brunswick,  an  area 
which  includes  the  market  for  60%  of  the  wall  and  floor  tile  sold  in  the  United 
States.  In  addition,  northern  New  Jersey  has  been  the  center  of  the  tile  manu- 
facturing industry  in  the  East  for  a  number  of  generations  and  little  difficulty 
should  be  encountered  in  obtaining  capable  factory  workers.  Lastly,  the  company 
can  purchase  raw  materials  as  cheaply  as  any  of  its  competitors. 

At  that  time,  Mr.  Gilbert  also  decided  that  if  he  did  take  over  the 
company,  he  would  confine  its  activities  almost  exclusively  to  the  manu- 
facture of  wall  tile.  He  explained  his  decision  as  follows: 

I  forecast  that  a  shortage  of  wall  tile  will  begin  by  1938,  if  not  during  the 
summer  of  1937.  Indications  are  that  building  activity  will  increase  substan- 
tially, and  the  price  of  wall  tile  will  reflect  the  increase  more  than  the  price  of 
floor  tile.  The  floor  tile  industry  is  made  up  of  companies  also  manufacturing 
wall  tile,  and  of  a  large  number  of  small  operators.  The  latter  group  enter  and 
leave  competition  with  price  fluctuations  and,  therefore,  set  a  relatively  low  peak 
for  floor  tile  prices.  The  wall  tile  industry,  on  the  other  hand,  is  less  easy  to 
enter  on  a  shoe  string  because  the  manufacture  of  wall  tile  requires  the  use  of 
more  equipment,  a  better-trained  working  force,  and  more  skillful  manage- 
ment. In  1927,  tile  dealers  were  held  up  for  as  long  as  two  or  three  months  in 
obtaining  wall  tile  deliveries,  and  since  then,  the  industry's  capacity  has  been 
decreased  at  least  40%  by  the  sale  of  plants  to  pottery  manufacturers.  These 
plants  were  sold  with  the  understanding  that  they  would  not  be  used  for  manu- 
facturing tile. 

I  realize  that  by  choosing  to  concentrate  on  wall  tile  I  am  complicating  the 
task  of  conditioning  the  Stacey  Company,  but  I  believe  that  my  16  years'  ex- 
perience in  the  industry  will  make  it  possible  for  me  to  accomplish  a  great 
deal  in  a  relatively  short  time.  Furthermore,  I  think  that  during  the  first  year,  at 
least,  I  can  fill  in  by  making  some  floor  tile. 

Before  Mr.  Gilbert  definitely  made  up  his  mind  to  take  over  the 
Stacey  company,  he  determined  in  detail  what  would  have  to  be  done 
in  order  to  have  the  company  operating  efficiently  by  the  following 
spring.  His  resources  were  limited,  and  it  was  necessary  for  him  to  mini- 
mize expenditures  when  making  his  plans. 

Mr.  Gilbert  hoped  that  by  effective  supervision,  by  careful  training 
of  factory  workers,  and  by  thoroughly  cleaning  out  the  plant,  the  com- 
pany could  manufacture  a  large  percentage  of  the  highest  grade  wall 
tile.  Tile  is  sold  in  three  grades:  standard,  second,  and  special.  According 
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to  figures  released  by  the  National  Tile  Manufacturers'  Association, 
50%  of  the  wall  tile  and  80%  of  the  floor  tile  sold  from  1928  through 
1935  were  of  standard  grade.  Exhibit  2  presents  the  prices  of  standard- 
grade  floor  and  wall  tile  for  the  years  1923  through  1936,  and  of  sec- 
ond-grade floor  and  wall  tile  for  the  two  years,  1935  and  1936.  The 
differences  in  price  between  seconds  and  specials  had  been  approxi- 
mately the  same  as  those  between  standards  and  seconds. 

Exhibit  2 


Average  Prices  of  Floor  and  Wall  Tile  (Including  Trim) 
in  Cents  per  Square  Foot 

(1923-36) 


Year 

Floor  Tile 

All  Other  Glazed  Tile 

White  Wall  Iile 

(Black  and  Colored) 

Standards 

Seconds 

Standards 

Seconds 

Standards 

Seconds 

1923  

25 

48 

77 

1924  

24 

42 

76 

1925  

24 

41 

75 

1926  

25 

40 

78 

1928  

23 

28 

61 

1929  

25 

28 

49 

1930  

25 

26 

38 

1931  

21 

25 

31 

1932  

19 

22 

25 

1933  

16 

21 

27 

1934  

23 

23 

30 

1935  

23 

18 

23 

20 

32 

24 

1936  

24 

18 

27 

24 

36 

28 

Source:  National  Tile  Manufacturers'  Association. 


Mr.  Gilbert  thought  that  it  would  be  necessary  to  use  two  salesmen 
at  the  outset  to  sell  the  company's  tile,  one  in  New  York  City  and  the 
other  in  cities  as  far  south  as  Washington,  D.C.  The  salesmen  would 
establish  relationships  with  tile  contractors  and  wholesalers.  Mr.  Gil- 
bert considered  it  important  that  the  company  obtain  the  patronage 
of  successful  contractors.  He  explained  this  by  saying: 

With  the  development  of  colored  tile,  wholesalers  gained  in  importance.  At 
that  time  they  started  to  buy  tile  in  relatively  large  quantities  and  to  keep  a 
stock  of  the  various  colors  and  shapes.  In  fact,  manufacturers  encouraged  them  to 
assume  that  function  by  offering  quantity  discounts.  After  1930  the  position  of 
wholesalers  was  strengthened  further  because  many  unemployed  tile  setters,  op- 
erating independently,  bought  tile  from  them  whenever  they  obtained  repair 
or  small  installation  jobs.  It  is  my  belief  that  many  of  these  tile  setters,  or 
pushcart  dealers,  as  they  are  called,  will  remain  in  business  for  themselves  even 
though  established  contractors  try  to  attract  them  by  raising  wages.  But  in  spite 
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of  the  fact  that  wholesalers  may  retain  their  present  share  of  the  business,  I 
would  much  prefer  to  deal  with  contractors.  The  wholesalers  are  constantly  ex- 
erting pressure  for  larger  discounts,  and  many  of  them  buy  second-grade  tile  ex- 
pecting to  receive  a  large  percentage  of  standard-grade  tile  at  no  extra  cost  to 
them.  As  long  as  these  conditions  exist  and  the  Stacey  Company  is  so  located  that 
it  can  keep  contractors  satisfied  with  its  service,  it  seems  to  me  desirable  to  get  as 
much  business  as  possible  direct  from  contractors. 

The  chief  use  of  wall  tile  is  for  bathroom  walls,  although  it  is  also 
used  in  subways,  in  hotels,  and  in  office  buildings.  Floor  tile,  on  the 
other  hand,  is  extensively  used  in  the  corridors  of  office  buildings  as 
well  as  in  many  bathrooms.  To  the  lay  observer,  the  difference  between 
standard  and  second-grade  tile  is  not  readily  apparent.  Even  though  sec- 
ond-grade tile  does  not  meet  United  States  Government  specifications, 
it  is  purchased  for  many  houses,  apartments,  and  office  buildings.  After 
1930,  manufacturers  of  glass,  linoleum,  and  cork  advertised  extensively 
to  secure  recognition  for  their  products  as  substitutes  for  tile.  Neverthe- 
less, Mr.  Gilbert  thought  that,  inasmuch  as  glass  was  twice  as  expensive 
as  tile,  and  much  more  fragile,  its  potential  market  was  not  large.  He 
added  that  he  did  not  fear  competition  from  the  lower-cost  substitutes, 
linoleum  and  cork,  because  they  were  less  durable  and  appealed  to  a 
lower-income  group  than  did  tile. 

Mr.  Gilbert  was  of  the  opinion  that  he  would  have  to  give  little  at- 
tention to  the  sales  end  of  the  business,  and  would  be  able  to  spend  al- 
most all  his  time  in  the  factory  until  it  was  able  to  sustain  itself. 

The  early  processes  in  the  manufacture  of  both  floor  and  wall  tile  are 
similar.  Water  and  several  types  of  clay  are  mixed  in  a  "sliphouse"  ac- 
cording to  carefully  prepared  formulas,  a  different  formula  being  used 
for  floor  tile  than  for  wall  tile.  -The  mixture  is  filtered  and  the  residue 
ground  fine.  It  then  goes  in  powdered  form  to  the  pressroom,  where  it  is 
stamped  by  dies  into  tile  shapes  and  placed  in  containers  called  "sag- 
gers." Saggers  are  of  a  rough  clay  composition  and  are  about  the  size  of 
shoe  boxes.  The  tile  is  then  ready  to  be  baked  in  a  kiln.  Either  of  two 
types  of  kilns  can  be  used:  a  periodic  kiln  or  a  tunnel  kiln.  The  former 
has  to  be  cooled  to  permit  workers  to  empty  and  refill  it,  whereas  the 
latter  is  kept  fired  and  saggers  stacked  on  conveyors  pass  through  it. 
After  being  removed  from  a  kiln,  floor  tile  is  ready  to  be  mounted  on 
sheets  of  paper  either  in  plain  style  or  to  produce  some  design.  From 
64  to  144  tile  pieces  are  pasted  on  each  sheet  one  foot  square.  The  tile 
is  graded  as  it  is  mounted. 

Wall  tile,  on  the  other  hand,  is  ready  to  be  glazed  after  baking,  and 
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in  that  stage  it  is  called  "bisque."  Inasmuch  as  bisque  is  white  and  can 
be  glazed  in  any  color,  it  is  not  uncommon  for  companies  to  maintain 
an  inventory  of  bisque,  particularly  in  pieces  for  edges  and  corners,  and 
glaze  it  only  as  specific  orders  are  received  from  customers.  The  process 
of  glazing  takes  three  days.  It  consists  of  spraying  one  surface  of  the 
tile  with  a  prepared  solution,  and  reburning  the  tile  in  a  kiln.  After  this 
second  firing  the  tile  is  sorted,  graded,  and  packed.  Some  of  the  difii- 
culties  inherent  in  glazing  are:  (1)  the  coefficient  of  expansion  of  the 
glaze  must  equal  that  of  the  tile  body  in  order  that  the  glaze  may  not  3 
crack  (craze)  or  peel  (shiver)  after  it  has  been  baked;  (2)  before  and 
during  firing  the  adhesive  characteristics  of  liquid  glaze  make  it  vul-  j 
nerable  to  factory  dirt  or  chips  from  saggers;  (3)  because  of  increased 
handling,  glazed  tile  is  more  likely  to  be  damaged  than  unglazed  tile;  j 
(4)  between  runs  of  different  color  glazes,  glaze  spraying  machines 
have  to  be  thoroughly  cleansed  or  glazes  will  be  discolored. 

The  Stacey  company's  kiln  capacity  on  July  31,  1936,  is  shown  in 
Exhibit  3. 

Exhibit  3 

Stacey  Tile  Company 

Kiln  Capacity — July  31,  1936 
Square  Feet  per  Week 

First  firing  or  bisque  kilns: 

11  periodic  kilns  132,000 

Second  firing  or  glaring  kilns: 

8  periodic  kilns   9,600 

1  tunnel  kiln  35,000  44,600 

Mr.  Gilbert  found  that  the  tunnel  kiln  was  in  good  condition,  but 
most  of  the  periodic  kilns  needed  to  be  repaired.  Even  so,  he  thought 
he  could  use  the  five  bisque  kilns  which  required  the  least  repair,  and 
not  operate  the  periodic  glazing  kilns  during  the  first  year.  Mr.  Gilbert 
considered  it  possible  to  obtain  good  used  machines  to  replace  the  ob- 
solete machines  which  the  company  had.  Because  of  the  expense  in- 
volved, he  eliminated  the  possibility  of  installing  fans,  cementing  the 
floor,  and  scraping  and  painting  the  factory  building.  He  figured  that 
such  improvements  could  be  made  later. 

In  Mr.  Gilbert's  estimation,  it  was  essential  that  the  company  have 
a  competent  factory  superintendent  and  six  capable  foremen  in  order 
to  have  its  factory  workers  trained  properly.  He  had  no  men  in  mind 
for  the  positions  of  foremen,  but  believed  that  he  could  retain  the  com- 
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pany's  factory  superintendent,  Mr.  Hanley,  because  he  appeared  eager 
to  co-operate  and  was  well  versed  in  the  technique  of  tile  manufactur- 
ing. 

The  company  had  used  outmoded  formulas  for  its  tile  body.  Mr.  Gil- 
bert was  familiar  with  body  formulas,  but  realized  that  the  introduction 
of  new  ones  would  necessitate  the  casting  and  machining  of  a  complete 
set  of  dies.  Nevertheless,  he  decided  that  such  an  expenditure  would  be 
desirable  since  he  planned  to  make  high-quality  tile.  He  thought  it 
would  be  advisable,  however,  to  hire  a  ceramic  engineer  to  develop 
glazes. 

Mr.  Gilbert  planned  that  by  the  first  week  in  September  he  could 
have  the  factory  cleaned  out,  dies  made,  machines  installed,  and  fore- 
men and  some  factory  workers  hired.  Furthermore,  he  thought  that  the 
company  could  deliver  at  least  black  and  white  tile  by  October  1,  and 
could  then  start  test  runs  on  colored  glazes.  By  November,  he  expected 
to  have  a  labor  force  of  200.  Although  that  number  of  workers  would 
be  in  excess  of  his  needs,  he  believed  it  would  be  a  saving  in  the  long 
run  to  have  them  trained  in  advance.  Most  of  the  work  in  a  tile  factory 
is  done  by  women  who  can  be  classified  as  semiskilled  workers. 

Mr.  Gilbert  decided  that  $30,000  would  be  sufficient  to  repair  the 
plant  as  has  been  outlined,  and  that  an  additional  S3 0,000  for  working 
capital  would  enable  him  to  operate.  He  stated  that  he  could  buy  raw 
materials  on  a  hand-to-mouth  basis  and  avoid  accumulating  inventories 
by  selling  what  tile  he  made.  Moreover,  he  thought  that  little  money 
would  be  tied  up  in  receivables  because  tile  buyers  usually  took  advan- 
tage of  the  2%  discount  allowed  them  for  remitting  within  15  days. 
The  National  Tile  Manufacturers'  Association  had  developed  a  credit 
system  with  a  collection  agency  whereby  tile  wholesalers  and  dealers 
were  given  an  "A"  rating  provided  they  paid  their  bills  within  30  days, 
and  a  "C"  rating  if  they  did  not.  A  company  selling  tile  to  a  customer 
with  a  "C"  rating  paid  a  premium  to  the  collection  agency  of  10%  of 
the  sale.  This  plan  had  been  effective  and  slow  payments  were  virtually 
eliminated. 

Mr.  Gilbert  assumed  control  of  the  Stacey  company  on  August  1, 
1936,  and  loaned  the  company  S 60,000  on  its  unsecured  note.  A  few 
days  later,  he  hired  a  salesman  to  sell  tile  in  New  York  City.  For  this 
position  he  obtained  the  services  of  Mr.  Allen  who  had  been  selling 
tile  in  that  city  for  10  years.  Mr.  Gilbert  thought  highly  of  him  and 
was  confident  that  he  could  work  effectively  with  relatively  little  guid- 
ance. Mr.  Pearson  was  retained  to  fill  the  other  sales  position.  A  former 
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purchasing  agent  of  a  Middle  Western  tile  company  was  hired  to  per- 
form such  functions  as  purchasing,  scheduling  of  production,  and  talk- 
ing to  small  buyers  who  visited  the  plant.  The  company's  bookkeeper 
and  its  stenographer  were  kept  to  take  care  of  the  remaining  office 
duties. 

Mr.  Hanley  remained  as  factory  superintendent.  He  began  hiring  fac- 
tory workers  and  directing  them  in  the  task  of  cleaning  up  the  factory. 
Four  carloads  of  machinery  were  purchased  from  a  tile  company  in 
Ohio  which  was  being  liquidated;  and  the  Stacey  company's  presses, 
glaze  sprayers,  conveyors,  and  pulverizer  were  discarded.  Mr.  Gilbert 
undertook  to  hire  the  foremen  himself.  He  retained  the  two  who  had 
been  with  the  company  and  placed  them  in  charge  of  the  day  and  night 
shifts  in  the  pressroom.  Mr.  Gilbert  interviewed  many  applicants  for  the 
remaining  four  positions,  finally  choosing  three  men — an  experienced 
machinist  and  die  maker  for  the  machine  shop,  a  sliphouse  foreman,  and 
a  sorting-room  foreman.  The  last-mentioned  had  had  22  years'  experi- 
ence in  the  tile  industry,  10  of  which  had  been  as  a  factory  superin- 
tendent. For  the  position  of  glazing  foreman,  Mr.  Gilbert  hired  one  of 
his  former  employees.  The  nucleus  of  the  company's  organization  was 
established  by  the  first  of  September  when  its  last  member  was  added, 
a  young  ceramic  engineer. 

After  a  week's  delay  occasioned  by  the  need  for  replacing  the  com- 
pany's sagger  press  which  broke  down,  the  factory  equipment  was  ready 
for  test  runs.  Mr.  Hanley,  however,  had  encountered  difficulty  in  hiring 
and  retaining  workers  for  the  factory.  He  found  that  very  few  of  the 
applicants  had  had  experience  in  wall-tile  production,  and  most  of  them 
were  not  accustomed  to  the  exacting  work  it  required.  He  stated  that 
many  other  companies  in  the  surrounding  area  had  already  expanded 
their  production  and  that  the  best  tile  workers  were  employed.  Mr. 
Gilbert  decided  it  would  be  too  costly  to  offer  wages  which  would  at- 
tract workers  from  competitors,  and  he  told  Mr.  Hanley  to  hire  the  most 
promising  applicants  with  little  regard  to  their  experience.  By  the  fol- 
lowing January,  he  had  employed  a  total  of  400  persons  to  retain  a 
force  of  185. 

In  the  middle  of  October  the  company  produced  its  first  standard- 
grade  tile.  Mr.  Gilbert  had  instructed  his  sorting-room  foreman  to  set 
strict  grading  specifications  for  his  workers  because  it  would  teach  them 
good  habits  during  their  training  period  and  would  help  to  create  a  com- 
pany reputation  for  quality.  In  November,  test  runs  on  colored  tile  were 


STACEY  TILE  COMPANY 


29 


begun.  Seven  months  later,  formulas  had  been  developed  for  twentv- 
four  colors  of  wall  tile  and  eight  colors  of  floor  tile. 

During  this  earlv  period  Mr.  Gilbert  spent  most  of  his  time  in  the 
factory  helping  the  foremen  improve  the  efficiency  of  their  depart- 
ments. For  example,  he  noted  that  the  company's  three  kiln  operators 
worked  five  or  six  hours  overtime  each  day.  and  he  asked  Mr.  Hanlev  for 
an  explanation.  Mr.  Hanlev  stated  that  the  three  men  had  been  with 
the  company  for  years  and  the  schedule  bv  which  they  fired  kilns  de- 
manded overtime  work.  He  added  that  he  had  tried  to  induce  them  to 
change  their  schedule.,  but  thev  had  refused.  Mr.  Gilbert  had  Mr.  Han- 
ky dismiss  one  of  the  men  and  change  the  firing  schedule  the  next  day. 
A  similar  situation  arose  in  the  sliphouse.  where  nine  of  the  company's 
former  employees  worked  in  three  shifts  of  three  men  each.  Yxnen  Mr. 
Gilbert  established  a  standard  of  performance  for  them,  thev  rebelled. 
Bv  replacing  two  of  the  shifts  with  new  men.,  it  was  found  that  the  stand- 
ard was  easily  attainable. 

After  the  middle  of  November.  Mr.  Gilbert's  typical  working  dav 
was  as  follows :  He  arrived  at  his  office  at  8  o'clock  in  the  morning  and 
spent  his  first  hour  and  a  half  walking  through  the  factory  making  sug- 
gestions to  foremen.  He  then  went  to  his  office  to  read  and  answer  his 
mail.  Following  that,  he  returned  to  the  factory  to  see  ir  his  suggestions 
had  been  put  into  effect  and  to  continue  his  search  for  further  possible 
improvements.  He  usually  talked  to  Mr.  Allen  on  the  telephone  for  at 
least  20  minutes  before  taking  one-half  hour  orr  for  luncheon.  Return- 
ing to  his  office.,  he  conferred  with  his  bookkeeper  in  regard  to  unpaid 
receivables  and  the  payment  of  bills.  He  had  found  it  necessary  to  de- 
vote at  least  one  hour  each  dav  to  conferences  with  customers.  He, made 
one  trip  through  the  factory  in  the  afternoon  and  talked  to  Mr.  Hanlev 
for  at  least  two  hours  before  leaving  for  the  dav.  ^Tith  Mr.  Hanlev  he 
reviewed  the  foremen's  daily  reports  anc  discussed  in  detail  plans  for  the 
next  dav.  In  addition  to  this  usual  routine.  Mr.  Gilbert  signed  all  checks, 
talked  to  Reconstruction  Finance  Corporation  officials  occasionally, 
made  a  trip  to  New  York  City  once  every  10  davs  to  see  Mr.  Allen's 
customers,  conferred  at  length  with  Mr.  Pearson  on  Saturday  mornings, 
and  planned  expenditures  bv  drawing  up  monthly  budgets  in  rough 
form.  Four  or  five  evenings  a  week  he  worked  at  home.  During  one 
evening,  for  example,  he  jotted  down  twentv-two  ideas  for  possible 
methods  of  reducing  production  costs,  increasing  the  company's  wall- 
tile  capacity.,  and  improving  the  quality  of  its  products.  Most  of  the 
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previous  evening's  ideas  were  tested  the  following  day.  As  a  conse- 
quence, the  capacity  of  the  company's  tunnel  kiln  was  increased  from 
35,000  to  47,000  square  feet  of  wall  tile  a  week. 

The  company's  sales  in  December  showed  a  decided  drop  from  Octo- 
ber and  November.  Both  Mr.  Gilbert  and  Mr.  Allen  had  had  the  grippe 
and,  as  a  result,  a  week's  time  had  been  lost.  Because  of  the  unsatisfac- 
tory showing  that  month,  and  the  expenditure  of  $8,000  more  for  ma- 
chinery and  equipment  than  he  had  originally  planned,  Mr.  Gilbert  had 
to  loan  the  company  $12,600  in  December  and  an  additional  $8,000 
in  January.  The  added  investment  virtually  exhausted  his  savings. 

The  company's  weekly  expenses  in  January  and  February,  as  segre- 
gated by  Mr.  Gilbert,  were  as  shown  in  Exhibit  4.  Although  the  wage 

Exhibit  4 

Stacey  Tile  Company 

Weekly  Expenses — January  and  February,  1937 


Wages  $3,200 

Freight-in   750 

Miscellaneous   500 

Total  not  postponable  $4,450 

Supplies  and  materials  $1,500 

Coal  and  oil   420 

Packages   200 

Miscellaneous   200 

Total  postponable   2,320 

Total  $6,770 


expense  had  remained  constant,  the  other  expenses  had  varied  some- 
what with  changes  in  volume. 

To  make  certain  that  a  sufficient  amount  of  cash  would  be  on  hand 
each  week  to  pay  the  expenses  which  were  not  postponable,  a  sales 
agreement  was  made  in  January  with  a  wholesaler  in  New  York  City. 
The  terms  of  the  agreement  were  that  the  company  would  give  the 
wholesaler's  orders  preference  in  delivery  over  any  others  for  one  year 
and,  in  return,  the  wholesaler  would  buy  a  minimum  of  $3,500  of  tile 
a  week  from  the  Stacey  company.  Although  most  of  the  company's 
postponable  expenses  had  been  accumulating  up  to  January,  Mr.  Gil- 
bert was  able  to  keep  his  creditors  satisfied  with  partial  payments  and 
promises  to  remit  in  full  as  soon  as  he  could. 

The  company's  losses  tended  to  decrease  each  month  until  March;  in 
that  month  it  made  a  profit  of  $2,500.  No  depreciation  had  been 
charged  but,  since  the  previous  August,  $25,000  of  the  $38,000  spent 
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on  machinery  and  kiln  repairs  had  been  treated  as  an  operating  expense 
of  the  period.  The  company's  monthly  sales  from  October  to  March  are 
shown  in  Exhibit  5.  Approximately  ~5rr  of  the  sales  had  been  in  New 
York  City  and  about  65  %  had  been  to  wholesalers.  The  size  of  con- 
tractors' orders  had  ranged  from  40  to  1,500  square  feet  each  and  had 
averaged  400  square  feet.  The  size  of  wholesalers'  orders,  on  the  other 
hand,  had  ranged  from  1,000  to  3.600  square  feet  each  and  had  av- 
eraged 2,000  square  feet.  During  the  month  of  February,  the  company 
received  an  average  price  of  19 1  2  cents  per  square  foot  for  its  wall  tile. 

The  company  had  improved  the  quality  of  its  tile  so  that,  by  April, 
runs  of  colored,  white,  and  black  tile,  in  both  flat  and  trim  shapes,  had 


Exhibit  5 

Stacey  Tile  Company 
Monthly  Sales — October,  1936,  to  February.  1931 


Total 

Square  Feet  of 
Floor  Tile 

Square  Feet  of 
Wall  Tile 

October  

S24.041 

21,246 

90,388 

November  

17,149 

23,342 

54,269 

December  

9,432 

8,346 

33,888 

Januarv  

27,251 

12.251 

107.447 

February  

30,102 

(Not  available) 

March  

37,024 

been  completed  with  at  least  50%  of  each  run  being  of  standard  grade 
and  35%  in  other  commercial  grades.  Mr.  Gilbert  believed  that  the 
chief  difficulties  still  confronting  the  company  in  further  increasing  the 
quality  of  its  wall  tile  were  threefold :  ( 1 )  the  presence  of  dirt  and  dust 
in  the  factory;  (2)  improper  inspection  and  handling  of  tile  in  the 
pressroom  because  of  the  difficulty  experienced  in  training  workers  in 
that  department;  and  ( 3 )  sagger  chips  sticking  to  the  glaze  because  of 
careless  handling  and  adjusting  of  the  glazing  machines.  This  last  diffi- 
culty was  particularly  noticeable  when  the  glazing  foreman  was  absent 
for  a  week. 

The  company  kept  no  departmental  or  job  cost  records.  Nevertheless, 
Mr.  Gilbert  attempted  to  recognize  wherein  costs  should  and  could  be 
reduced  by  using  his  previous  experience  as  a  standard.  Moreover,  by  a 
similar  system  of  visual  control,  but  with  the  assistance  of  the  purchas- 
ing agent,  he  scheduled  production  and  attempted  to  avoid  the  ac- 
cumulation of  inventories.  Mr.  Gilbert  hoped  that  by  late  summer, 
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Exhibit  6 


Residential  Building  Contracts  Awarded  in  Lower  New  York  State, 
Eastern  Pennsylvania,  District  of  Columbia  and  the  Following 
States:  New  Jersey,  Maryland,  Delaware,  Virginia* 
(Thousands  of  Dollars) 


1930 


1931 


1932 


1933 


1934 


1935 


1936 


1937 


January . . 
February . 
March .  .  . 
April .... 

May  

June  

July  

August . . . 
September 
October .  . 
November 
December . 


26,582 
28,905 
35,006 
41,295 
42,271 
33,693 
32,756 
27,695 
48,378 
55,024 
41,109 
38,899 


26,163 
45,771 
49,791 
46,123 
45,141 
35,673 
29,424 
24,697 
25,785 
31,126 
20,783 
15,508 


13,305 
10,270 
16,293 
10,232 
9,233 
8,538 
7,856 
8,429 
9,416 
9,409 
5,670 
5,708 


5,073 
6,988 
6,343 
7,477 
9,138 

10,056 
8,502 
7,838 
6,742 
8,111 
8,155 

13,641 


5,986 
4,018 

13,250 
7,697 
8,538 

13,263 
7,584 
5,920 
6,108 

10,228 
8,213 
6,035 


8,549 
6,228 
12,961 
18,065 
17,596 
17,400 
19,091 
15,367 
14,761 
18,850 
15,679 
15,570 


15,454 
12,215 
19,997 
22,825 
25,412 
24,043 
26,635 
32,611 
25,046 
29,652 
26,525 
23,900 


36,862 
25,516 
29,411 


*  Contracts  for  the  following  are  included:  apartments,  dormitories,  hotels,  dwellings,  two-family  houses,  hous- 
ing developments,  and  Home  Owners'  Loan  Corporation  improvements. 
Source:  Dodge  Statistical  Research  Service.  -- 


1937,  he  might  be  in  a  position  to  hire  three  men:  a  cost  accountant,  a 
man  to  schedule  production,  and  a  plant  manager. 

On  April  21,  1937,  Mr.  Gilbert  sent  the  following  letter  to  one  of 
the  company's  directors: 

SUBJECT:  Stacey  Tile  Company — Tunnel  Kiln 

I  would  be  neglecting  our  opportunities  and  interests  if  I  did  not  point  out 
and  strongly  urge  action  on  the  following: 

With  an  outlay  involving  approximately  $40,000  we  can  utilize  full  factory 
capacity  and  increase  our  sales  to  $1,000,000  whereas  now  they  will  probably 
remain  at  about  $500,000. 

An  additional  Tunnel  Kiln;  a  twin  to  the  one  we  now  have  will  do  this. 

The  tile  industry  is  definitely  on  the  upswing  because  of  greatly  increased 
building  construction  and  substantial  price  increases  for  our  product.  I  am  be- 
coming more  and  more  perplexed  as  to  accepting  additional  orders.  Every  day 
we  have  had  visits  and  phone  calls  from  customers  wanting  their  deliveries 
hurried  or  assured.  Today  we  have  orders  amounting  to  $200,000  and  our  present 
manufacturing  capacity  will  not  permit  sales  of  more  than  $45,000  monthly. 

Immediate  action  is  necessary  for  us  to  obtain  the  greatly  increased  profits 
which  can  be  ours  during  the  balance  of  1937  and  through  1938.  From  the  date 
of  our  decision  one  hundred  days  is  required  to  construct  the  kiln. 

Our  present  capacity  should  net  us  a  profit  of  $50,000  for  1937.  By  adding  the 
new  tunnel  kiln  and  only  obtaining  its  benefit  for  5  months  of  this  year,  our 
profit  should  be  $85,000.  In  1938  our  sales  should  be  close  to  one  million  dollars 
and  our  profit  $150,000  for  the  year. 
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I  am  relying  on  expanded  sales  and  profits  to  give  us  the  working  capital 
necessary  to  accomplish  the  above  results. 

Again,  I  must  say,  I  endorse  this  action  without  any  reservations. 

P.  B.  Gilbert 

Mr.  Gilbert  hoped  to  be  able  to  finance  the  construction  of  the  tunnel 
kiln  through  the  Reconstruction  Finance  Corporation,  through  a  con- 
struction company — as  he  had  done  earlier  in  installing  sprinklers — or 
by  means  of  his  personally  endorsed  note.  He  estimated  that  with  $40,- 
000  he  could  cement  the  floors  and  paint  the  factory,  as  well  as  pay  for 
the  construction  of  the  kiln. 

Exhibit  1  reproduces  company  balance  sheets  for  December  31, 
1936,  and  March  31,  1937,  as  well  as  for  July  31,  1936.  Building  con- 
tracts awarded  by  months  from  January,  1930  to  April,  1937  are  shown 
in  Exhibit  6. 
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The  elevation  of  G.  R.  Parry  from  sales  manager  to  general  manager 
of  the  Kesler  Manufacturing  Company  in  March,  1935,  was  one  of  six 
changes  in  the  executive  group  in  that  company  within  three  years.  An- 
nual sales,  which  had  averaged  just  under  $1,000,000  between  1925 
and  1929,  were  half  that  amount  in  1934;  and  annual  profits,  ranging 
from  $25,000  to  $35,000  in  the  former  years,  were  followed  by  losses 
in  1931  and  thereafter. 

The  company  was  founded  in  1840  by  Alden  B.  Kesler;  originally  a 
small  enterprise,  it  grew  in  the  50  years  that  followed  into  a  business 
with  annual  sales  of  more  than  $500,000.  Upon  the  founder's  death  in 
1890  he  was  succeeded  by  his  son,  Winton  A.  Kesler,  who  managed  the 
company  during  15  years  of  further  growth.  On  his  death  in  1905,  his 
son,  Henry  W.  Kesler,  sole  heir  and  sole  owner  of  the  business,  assumed 
the  management  of  the  company  as  president  and  treasurer,  positions 
which  he  held  until  March,  1932. 

The  company  manufactured  a  large  line  of  enameled  kitchen  ware, 
as  well  as  special  utensils  for  use  in  hospitals  and  doctors'  offices. 

ORGAN  IZATION —  1 922-32 

During  the  last  10  years  of  Henry  W.  Kesler's  administration,  he  had 
two  of  his  sons  in  the  organization — one  as  plant  superintendent  and 
the  other  as  office  and  credit  manager.  Mr.  G.  R.  Parry,  who  had  been  a 
salesman  for  the  company  from  1911  to  1924,  had  been  sales  manager 
since  that  date.  Henry  W.  Kesler  had  actively  managed  the  company  as 
president  and  treasurer,  with  particular  attention  to  the  financial  aspects. 
He  checked  all  bills  and  signed  all  checks,  and  authorized  all  purchases 
of  extraordinary  nature  or  size  such  as  carload  lots  of  raw  materials 
bought  in  excess  of  current  needs.  He  did  not  pay  close  attention  to 
details  of  production,  sales,  or  merchandising  procedure,  but  delegated 
these  responsibilities  to  the  production  and  sales  manager;  he  reserved, 
nevertheless,  decision  on  matters  involving  product  or  process  changes 
that  necessitated  large  expenditures  or  altered  the  established  character 
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of  the  company's  business.  For  example,  after  1931,  when  sales  and 
profits  were  falling,  the  sales  manager  urged  that  the  company  have  a 
cheaper  line  of  goods  to  meet  the  competition,  but  Mr.  Kesler,  always 
conservative,  did  not  agree;  he  held  that  the  company  had  always  been 
a  quality  leader  and  should  not  deviate  from  its  established  policy. 

The  company's  products  were  manufactured  in  its  own  plant  at  Cam- 
den, New  Jersey,  built  in  1865  and  last  enlarged  in  1918.  The  eldest 
son,  Forbes  A.  Kesler,  was  plant  superintendent.  After  he  had  been  6 
years  a  worker  in  the  shop,  he  had  been  put  in  charge  of  production  in 
1924;  he  hired  the  employees  in  his  department  and  had  charge  of 
production  layout  and  scheduling;  he  could  inaugurate  also  any  minor 
changes  in  processes  and  make  ordinary  expenditures  for  tools  and  dies, 
but  extraordinary  outlays  had  to  be  approved  by  his  father.  Forbes  Kes- 
ler had  an  assistant,  virtually  without  executive  responsibility,  who  was 
a  follow-up  man  keeping  track  of  work  in  process.  There  were  17  fore- 
men in  the  shop  and  from  ISO  to  190  workmen.  The  confinement  of 
his  work  irked  Forbes  Kesler;  his  relations  with  foremen  were  oc- 
casionally strained;  and  there  was  often  an  air  of  confusion  in  the  plant. 
The  situation  resulted  in  delavs  and  mistakes  in  finishing  goods,  to- 
gether with  high  costs  on  many  lots. 

The  company's  manufacturing  processes  were  mechanized  to  about 
the  same  extent  as  were  those  in  the  factories  of  the  40  recognized  com- 
petitors throughout  the  country.  Articles  were  turned,  pieced,  or 
stamped  out  of  metal  plate  and  then  enameled.  The  stamping  ma- 
chinery was  tooled  with  dies,  which  were  changed  for  the  various  arti- 
cles and  sizes.  It  was  not  practical  to  use  fully  automatic  machinery,  as 
sufficiently  long  runs  on  anv  one  item  could  not  be  made.  For  example, 
with  its  existing  equipment  the  company  could  produce  enough  pans  of 
a  certain  type  in  one  day  to  last  for  a  month.  The  policy  of  limiting  the 
line  to  one  or  two  articles  to  obtain  alleged  low-cost  mass  production 
had  not  been  deemed  practicable  as  marketing  areas  for  many  of  the 
major  articles  could  not  be  greatly  expanded  because  of  transportation 
costs.  The  company's  officers  believed  its  factory  to  be  competitively 
efficient,  and  this  opinion  was  bolstered  by  the  compilation  of  certain 
common  cost  data  by  and  for  members  of  the  industry  under  the  NRA 
Code,  indicating  that  this  company's  costs  were  about  average. 

Harold  A.  Kesler,  credit  and  office  manager,  had  charge  of  credit  ex- 
tension, collections,  and  accounting  generally  and  hired  his  own  staff 
of  seven  or  eight  clerks.  Mr.  W.  S.  Langton  supervised  a  cost  account- 
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ing  staff  of  three  and,  aided  by  one  assistant,  had  charge  of  the  routine 
purchasing  of  raw  materials  and  supplies.  As  stated,  he  had  to  obtain 
permission  from  the  president  for  any  special  purchase. 

Mr.  Parry  supervised  selling  and  merchandising.  He  directed  a  sales  j 
force  of  12  men  who  called  on  1,100  retail  hardware  stores,  chain 
stores,  department  stores,  and  medical  equipment  supply  firms  within 
a  radius  of  some  300  miles.  The  company  would  sell  to  hardware 
wholesalers  in  this  area,  known  as  the  "home  territory,"  but  did  not 
solicit  their  business;  elsewhere  it  was  represented  by  manufacturers' 
agents  who  did  sell  to  wholesalers  as  well  as  to  large  retailers.  The 
national  chains  were  first  contacted  by  the  sales  manager,  who  con- 
tinued to  call  on  them  occasionally;  but  after  the  first  negotiations  the 
regional  representatives  handled  their  routine  business.  The  hospital 
equipment  and  some  items  in  the  household  line  were  sold  nationally; 
but  the  entire  household  line  was  sold  only  in  the  home  territory,  which  j 
accounted  for  about  70%  of  total  sales.  Mr.  Parry  hired  and  trained 
the  salesmen  and  determined  the  frequency  of  calls  according  to  the 
size  and  location  of  the  customer;  these  calls  were  made  at  intervals 
of  from  two  to  six  weeks;  he  held  weekly  sales  meetings  to  give  in- 
structions and  to  learn  about  trade  conditions;  he  traveled  considerably 
himself,  training  salesmen  and  calling  on  large  accounts;  and  he  selected 
the  company's  agents  in  other  parts  of  the  country  and  occasionally 
visited  them  as  well  as  the  chain-store  companies.  Finally,  Mr.  Parry 
had  an  assistant,  Mr.  E.  E.  Decker,  known  as  his  "chief  clerk,"  who 
handled  some  routine  correspondence  and  did  the  telephone  selling  but 
had  no  authority  over  the  salesmen. 

In  setting  up  the  line,  Mr.  Parry  was  obliged  to  consult  the  president  | 
only  in  cases  of  radical  product  changes.  With  the  same  limitation  he  -j 
decided  whether  or  not  the  company  should  take  an  order  for  something 
outside  the  usual  line.  To  illustrate,  Mr.  Parry  could  change  the  style 
or  dimensions  of  some  article  at  his  own  discretion;  but  when  he  wanted 
to  add  to  the  line  a  container  with  a  hinged  glass  lid,  he  took  it  up  with 
the  president,  since  it  involved  letting  a  contract  to  another  firm  for  the  j 
glass  lids  and  obtaining  some  new  equipment  to  make  the  container. 
Before  recommending  this  or  any  other  article  to  the  president,  he 
studied  the  sales  possibilities,  the  manufacturing  costs,  and  the  packing 
and  shipping  problems  involved.  He  also  set  prices  for  articles  in  the  j 
regular  line,  as  well  as  for  special  orders. 

Since  the  turn  of  the  century,  the  company  had  met  a  continuing 
merchandising  problem  in  routine  fashion  by  changing  products  from 
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time  to  time  as  new  conditions  demanded.  The  increased  use  of  glass 
and  aluminum  kitchen  utensils  had  curtailed  somewhat  the  market  for 
the  company's  household  products,  but  the  manufacture  of  medical 
utensils  had  helped  make  up  this  deficiency.  The  company  had  always 
tried  to  individualize  its  products  on  a  basis  of  quality.  However,  after 
1932  it  had  been  forced  to  add  some  cheaper  lines  to  meet  price  com- 
petition. In  1935  the  company  was  also  completing  a  program  of 
"dressing  up"  the  items  in  the  household  line,  because  sales  were  being 
lost  to  competitors  whose  articles,  regardless  of  inferiority  in  quality, 
were  more  salable  on  the  basis  of  eye  appeal  and  price. 

The  sales  department  had  been  responsible  for  most  of  the  changes 
in  products.  Some,  but  not  many,  of  the  utensils  were  designed  in 
the  manufacturing  department,  but  there  was  no  department  devoted 
to  research  or  product  designing.  The  company  developed  some  articles 
on  customers'  suggestions  or  actual  specifications.  Several  of  the  hospi- 
tal items  were  so  designed. 

The  officers  had  occasionally  studied  the  line  to  see  which  products 
were  profitable  and  which  were  not,  with  the  idea  that  unprofitable 
ones  might  be  discontinued.  It  was  found,  however,  that  most  retailers 
preferred  to  purchase  all  their  enameled  ware  from  one  manufacturer, 
wherefore  it  was  necessary  to  continue  some  profitless  items  in  order 
to  retain  the  trade  of  customers  whose  total  business  might  well  be 
profitable.  The  company  also  had  spotty  distribution  on  particular  items, 
profitable  in  some  areas  and  not  in  others.  Articles  of  this  type  were 
retained,  unless  they  were  for  the  greater  part  unprofitable. 

In  1929,  while  the  company  had  this  organization,  Mrs.  Henry  W. 
Kesler  became  seriously  ill  in  Canada.  Her  husband  and  sons  went  to 
her  at  once,  but  without  making  any  provision  for  the  delegation  of 
authority  in  their  absence,  which  lasted  several  days.  Mrs.  Kesler's 
husband  was  the  only  one  authorized  to  sign  checks;  and  in  his  absence 
Mr.  Parry,  on  his  own  initiative,  arranged  with  the  bank  for  funds  to 
obtain  cash  for  the  payroll.  He  also  assumed  supervision  of  the  business 
for  these  few  days  and  was  well  supported  by  the  members  of  the 
organization,  all  of  whom  recognized  the  emergency.  Later  Mr.  Kesler 
gave  Mr.  Parry  ten  shares  of  stock  for  the  double  purpose  of  showing 
his  appreciation  and  enabling  Mr.  Parry  to  become  a  director  with 
authority  to  sign  checks  in  the  absence  of  the  president.  After  this,  Mr. 
Kesler  frequently  consulted  Mr.  Parry  about  the  company's  financial 
and  general  affairs. 

In  March,  1932,  Mr.  Henry  W.  Kesler  died.  He  left  his  interest 
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in  the  company  equally  divided  between  Forbes  A.,  Harold  A.,  and 
Henry  W.  Kesler,  Jr.  The  last,  who  was  twenty-four  years  old,  had 
never  worked  for  the  company,  and  his  interest  was  left  in  trust  with 
Mr.  Parry  as  trustee  until  he  should  reach  thirty-five  years  of  age. 

CHANGES  IN  ORGANIZATION  1932 

Forbes  A.  Kesler,  former  plant  superintendent,  was  elected  president 
of  the  company  at  the  age  of  forty;  and  Harold  A.  Kesler,  thirty-six 
years  old,  who  had  been  office  manager,  was  elected  treasurer.  At  the 
same  time,  Mr.  Parry  was  made  vice-president  in  charge  of  sales.  Forbes 
Kesler  did  not  care  to  remain  in  charge  of  the  factory,  and  a  successor 
had  to  be  found.  No  one  in  the  organization  could  fill  the  position; 
and  so  the  officers,  on  looking  outside  the  company,  secured  the  services 
in  July,  1932,  of  Mr.  D.  W.  Sessions.  He  was  forty  years  of  age  and 
had  had  seven  years'  experience  as  factory  manager  for  a  competitor  of 
the  company.  Mr.  Sessions  soon  made  some  improvements  in  the  manu- 
facturing routine  of  the  company.  One  of  these  was  to  keep  much  closer 
check  than  before  on  the  foremen,  with  the  result  that  two,  who  had 
been  jealous  of  him  from  the  beginning  and  resented  the  stricter  con- 
trol, had  to  be  dismissed.  The  other  foremen  loyally  accepted  the  change, 
and  within  a  few  weeks  harmony  was  restored  and  greater  efficiency 
obtained. 

Harold  Kesler's  duties  as  treasurer  remained  unchanged.  He  and 
his  brother  Forbes  got  along  amicably  together;  but  neither  of  them  had 
the  interest  in  the  company  that  their  father  had  felt,  and  without  his 
stimulation  they  paid  less  attention  to  the  business.  Harold  allowed 
collections  to  lag,  and  salesmen  were  often  uninformed  about  the  finan- 
cial condition  of  their  customers  because  of  the  lack  of  prompt  credit 
information.  Harold's  office  was  slow  in  getting  out  monthly  statements 
to  customers  and  also  in  preparing  internal  reports  for  the  company's 
use. 

Mr.  Parry's  duties  as  sales  manager  remained  what  they  had  been, 
and  his  opinion  was  often  asked  by  the  new  president  on  financial  and 
general  matters.  At  Mr.  Parry's  suggestion  the  company  stopped  paying 
dividends  in  1933,  although  at  first  all  members  of  the  Kesler  family 
showed  some  objections.  There  was  no  change  in  the  purchasing  agent's 
responsibilities. 

Mr.  Forbes  A.  Kesler,  as  president,  signed  all  checks  and  scanned 
bills  superficially.  He  discussed  large  purchases  with  Mr.  Langton  but 
usually  relied  on  the  latter's  judgment  and  recommendation.  He  paid 
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little  attention  to  the  department  heads,  exercised  very  little  control 
over  them,  and  allowed  them  to  do  much  as  they  liked.  The  sales  and 
production  managers  had  to  work  out  their  joint  problems  themselves; 
they  got  along  well  enough  in  their  personal  relations,  and  a  fair  spirit 
of  co-operation  existed  between  the  departments.  Neither  felt  free  to 
urge  actively  any  change  in  the  accounting  department,  although  both 
believed  its  efficiency  and  usefulness  could  be  greatly  increased.  The 
president  took  some  interest  in  product  planning  and  was  more  willing 
than  his  father  had  been  to  make  changes  in  the  line.  Mr.  Parry  per- 
suaded him  to  allow  the  company  to  manufacture  cheaper  grades  of 
merchandise  which  were  sold  under  brands  different  from  those  of  the 
company's  leaders.  He  believed  that  this  resulted  in  increased  sales  and 
that  the  new  lines  had  not  taken  business  from  the  former,  but  from 
competitors  whose  goods  were  on  the  market.  In  fact,  by  being  able  to 
sell  cheaper  wares,  the  company  could  place  some  of  the  first-line  arti- 
cles in  stores  which  formerly  did  not  carry  Kesler  merchandise  at  all. 
Moreover,  although  the  profit  per  unit  was  not  so  great  on  cheaper 
lines,  the  profit  percentage  was  just  as  great.  It  was  expected  that,  when 
prices  rose  again,  the  company  could  minimize  or  eliminate  the  cheaper 
grades  without  having  hurt  the  quality  reputation  of  its  older  trade 
names. 

ORGANIZATION  AFTER  1935 

The  organization  was  again  upset  when,  in  March,  1935,  Mr.  Forbes 
Kesler  died  very  suddenly.  Harold,  Forbes's  widow,  and  Mr.  Parry,  as 
trustee  for  Henry,  Jr.'s,  interest,  elected  Harold  president  and  treasurer, 
and  Mr.  Parry,  then  fifty-three  years  old,  vice-president  and  general 
manager.  Mr.  Parry  was  offered'  the  presidency  by  the  other  two;  but 
he  declined,  believing  that,  since  it  was  a  family-owned  business,  one 
of  the  family  should  head  it  and  retain  some  responsibility  for  its  man- 
agement. He  also  thought  that,  if  Harold  were  promoted  to  the  presi- 
dency, a  successor  who  would  improve  the  situation  could  be  given 
charge  of  the  office  and  credit  management.  Mr.  Parry,  as  general  man- 
ager, would  be  the  executive  of  the  company;  responsibility  to  Harold 
would  be  on  a  basis  of  ownership  more  than  management. 

The  first  repercussions  of  Mr.  Parry's  elevation  to  the  position  of 
general  manager  showed  themselves  in  the  jealousy  of  Mr.  Sessions, 
although  outwardly  he  appeared  friendly.  He  promptly  asked  for  a 
salary  raise,  alleging  that,  if  it  were  not  given,  he  would  leave  the 
company  and  accept  a  more  remunerative  position  elsewhere.  Mr.  Parry 
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used  persuasion  and  diplomacy  to  retain  Mr.  Sessions'  support  and  j 
friendship,  and  consciously  avoided  any  appearance  of  domination.  He 
told  Mr.  Sessions  that  no  new  duties  or  responsibilities  were  being 
given  him,  that  the  company's  condition  did  not  warrant  any  raises  at  ! 
the  time,  and  that  this  increase  could  not  be  given.  Mr.  Sessions  re-  ! 
mained  and  within  a  few  days  seemed  reconciled  to  the  salary  situation. 

Mr.  Parry  shortly  afterward  suggested  that  Mr.  Sessions  move  his 
office  out  into  the  plant,  where  he  would  be  more  easily  accessible  to 
his  foremen  and  where  his  responsibilities  lay.  During  Forbes's  ad- 
ministration  Mr.  Sessions  had  shared  the  assistant  sales  manager's  office; 
Mr.  Parry,  besides  believing  that  the  factory  manager  belonged  in  the  j 
factory,  desired  Mr.  Decker  to  have  the  privacy  of  his  own  office.  Mr. 
Parry,  as  well,  denied  Mr.  Sessions  the  former  privilege  of  looking  at 
the  company's  general  books,  income,  and  expense  figures,  as  he  deemed 
such  information  outside  the  concern  of  the  production  manager.  These  i 
moves  at  first  annoyed  Mr.  Sessions;  but  he  acquiesced  in  them,  and, 
Mr.  Parry  believed,  came  to  regard  them  as  reasonable. 

Before  Mr.  Parry  became  general  manager,  the  production  manager 
could  schedule  overtime  work  and  pay  time-and-a-half  at  his  discre- 
tion  when  the  shop  had  rush  orders.  On  investigation  after  he  became 
general  manager  Mr.  Parry  found  that  these  jobs  usually  caused  a  loss, 
whereas  on  a  regular  labor  rate  schedule  they  would  have  been  profita-  r 
ble.  He  therefore  issued  an  order  that  no  work  involving  overtime  rates 
should  be  scheduled  without  his  approval.  If  customers  wanted  special 
service,  a  special  price  would  be  quoted,  but  otherwise  the  company 
would  take  such  business  only  for  routine  delivery.  Mr.  Sessions  for- 
merly  had  had  the  power  to  hire  extra  trucks  to  supplement  the  com- 
pany's  own  delivery  fleet.  When  Mr.  Parry  found  that  deliveries  were 
not  being  well  scheduled,  he  worked  out  a  plan  in  which  small  ship- 
ments to  isolated  points,  although  within  the  usual  free  delivery  area, 
would  be  sent  by  express,  and  in  this  way  free  the  company's  equipment 
for  deliveries  it  could  profitably  make.  He  furthermore  ruled  that  no 
extra  trucks  could  be  hired  without  his  permission,  and  tried  further  to 
control  expenditures  by  ordering  that  new  dies  and  new  machine  tools 
be  authorized  only  by  himself.  Forbes  Kesler  had  left  the  decision  of  j 
such  matters  with  the  production  manager.  Mr.  Sessions  had,  for  in-  j 
stance,  worked  out  a  new  process  calling  for  new  dies  and  equipment, 
costing  several  hundred  dollars,  which  would  improve  a  particular  arti-  ■ 
cle.  Mr.  Parry  felt  certain,  however,  that  the  company's  product  was 
already  far  the  best  on  the  market  and  that  sales  would  not  increase  if  5 
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it  were  further  improved,  nor  could  a  higher  price  be  obtained.  He 
therefore  vetoed  the  suggested  change,  although  Mr.  Sessions,  if  left 
alone,  would  have  made  it.  By  the  fall  of  1935,  Mr.  Sessions  appeared 
to  be  much  better  adjusted  to  the  new  relations  between  himself  and 
the  general  manager,  although  Mr.  Parry  felt  that  Mr.  Sessions  fretted 
somewhat  at  the  closer  control  but  was  not  harboring  a  grudge.  The 
two  men  continued  to  lunch  together  as  they  had  always  done.  Mr. 
Parry  tried  to  impress  Mr.  Sessions  with  the  idea  that  only  such  changes 
were  being  made  as  seemed  necessary  to  organize  the  work  better  and 
control  expenses. 

The  purchasing  agent's  duties  were  not  greatly  altered.  Finding  that 
many  routine  purchases  were  made  ahead  of  the  time  materials  were 
used,  Mr.  Parry  ordered  that  routine  supplies  be  purchased  for  delivery 
as  needed,  so  that  the  company's  investment  in  supplies  and  raw  mate- 
rials might  be  lessened.  All  orders  on  any  other  basis  had  to  be  counter- 
signed by  him,  and  the  purchasing  agent  accepted  this  new  arrangement 
quite  agreeably. 

For  credit  and  office  manager  Mr.  Parry  got  a  new  man,  Mr.  Donald 
Cameron,  forty-five  years  old,  who  had  had  much  experience  in  work 
of  this  kind.  His  ability  and  personality  soon  won  him  the  full  support 
of  the  members  of  the  office  force,  none  of  whom  would  have  been 
able  to  head  the  department.  Mr.  Cameron  reorganized  work  and  in- 
stalled some  new  equipment  and  methods.  Within  a  few  weeks  the 
office  was  functioning  more  speedily  than  ever  before;  statements  were 
mailed  to  customers  on  the  first  of  the  month;  credit  reports  were  avail- 
able for  the  sales  department  promptly;  and  accounts  were  analyzed 
and  classified  so  that  the  status  of  each  was  readily  discernible.  Monthly 
financial  reports  were  ready  earlier  than  they  had  been,  and  a  daily 
financial  statement  was  furnished  the  general  manager  containing  in- 
formation previously  not  available  without  special  compilation. 

Harold  Kesler,  as  president  and  treasurer,  spent  only  a  small  part  of 
his  time  in  the  office  and  virtually  never  looked  into  the  plant.  He 
came  to  work  every  day  for  a  while  and  took  the  cash  deposit  to  the 
bank.  Although  Harold  did  not  insist  on  it,  Mr.  Parry  talked  to  him 
about  such  problems  as  the  overtime  wage  situation  and  who  should 
authorize  expenditures  for  new  dies  and  tools.  In  these,  as  in  most 
instances,  Mr.  Kesler  told  Mr.  Parry  to  use  his  own  judgment. 

The  latter,  since  becoming  general  manager,  had  taken  over  the 
financial  work  of  the  company.  He  studied  financial  requirements, 
arranged  bank  loans,  checked  bills,  and  signed  checks,  which,  as  a 
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formality,  were  countersigned  by  Mr.  Kesler,  although  if  Mr.  Kesler 
were  away,  Mr.  Parry's  signature  was  sufficient.  Mr.  Parry  also  had  to 
study  raw-material  markets  and  learn  more  about  purchasing  in  order 
that  he  could  advise  the  purchasing  agent. 

By  September  Mr.  Parry  had  been  unable  to  divest  himself  of  many 
of  his  responsibilities  as  sales  manager.  He  had  tried  to  develop  Mr. 
Decker  as  a  successor.  He  gave  him  the  title  of  assistant  sales  manager 
and  the  authority  to  handle  routine  correspondence  with  customers,  to 
hold  sales  meetings  if  Mr.  Parry  were  away,  to  approve  salesmen's  ex- 
pense accounts,  and  to  advance  money  to  them.  He  could  also  quote 
prices  for  special  lots  of  merchandise.  Some  of  Mr.  Decker's  former 
routine  work  was  given  to  a  younger  man.  Mr.  Parry  concluded,  how- 
ever, that  Mr.  Decker  could  never  become  sales  manager  and  suspected 
that  Mr.  Decker  felt  the  same  way.  He  disliked  to  travel  and  keep  up 
contacts  in  the  field.  Mr.  Parry  learned  that  one  reason  behind  Mr. 
Decker's  unwillingness  to  travel  was  his  wife's  objection  to  it.  More- 
over, Mr.  Decker  lacked  aggressiveness  and  the  ability  to  manage  the 
salesmen. 

Mr.  Parry  had  previously  been  active  in  civic,  fraternal,  church,  and 
some  other  affairs;  but  by  September,  1935,  he  had  resigned  from  all 
active  positions  except  that  of  director  in  a  local  building  and  loan  com- 
pany. 

He  realized  that  he  was  trying  to  perform  the  normal  functions  of  a 
president,  a  treasurer,  and  a  sales  manager.  Furthermore,  he  believed 
that  each  job  was  suffering  somewhat  from  lack  of  attention  caused  by 
the  limitations  of  what  one  man  could  do.  He  began  his  ordinary  day 
by  going  over  the  mail.  He  looked  over  all  letters  that  were  not  per- 
sonally addressed  and  sorted  them  according  to  departments.  In  this 
way  he  saw  all  invoices,  quotations,  questions,  and  complaints  that 
came  to  the  company.  He  then  went  to  the  department  heads  involved, 
gave  them  their  mail  and  talked  over  any  matters  pertaining  thereto.  He 
made  a  trip  through  the  plant,  visiting  each  department  and  talking  to 
the  superintendent  as  he  went  along,  and  observed  particularly  what 
was  in  work  and  ascertained  wherein  orders  were  short  or  delayed. 
Occasionally  he  talked  with  a  foreman  or  engineer  about  some  matter, 
but  he  made  no  comments  and  gave  no  orders  except  to  the  superin- 
tendent. He  visited  the  store-loft  foremen,  who  kept  a  perpetual  inven- 
tory of  standard  merchandise,  inquired  about  any  existing  needs,  and 
ascertained  whether  there  were  any  unfilled  stock  orders  held  up  be- 
cause the  plant  had  not  furnished  merchandise.  Next  he  went  to  the 
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shipping  room  and  found  out  from  the  shipper  whether  any  shipments 
were  delayed  because  of  not  being  fully  or  properly  filled  by  the  factory 
or  the  stock  room. 

On  his  return  to  his  office,  he  interviewed  the  purchasing  agent  about 
conditions  in  the  raw-material  markets  and  the  state  of  the  company's 
raw-material  inventories.  They  frequently  spent  an  hour  or  so  together 
deciding  what  to  buy  or  perhaps  making  up  a  car  of  raw  materials  for 
advance  placing. 

He  had  the  office  manager  come  in  and  report  the  state  of  the  bank 
balance  and  daily  collections.  They  discussed  anything  unusual  that 
might  exist,  such  as  the  need  of  accumulating  funds  for  any  particular 
payments  in  the  near  future.  During  the  rest  of  the  day  the  factory  super- 
intendent usually  came  in  two  or  three  times  to  talk  over  some  matter 
such  as  changing  the  arrangement  of  machinery  in  the  plant  or  altering 
methods  of  handling  goods,  and  discussed  any  matter  that  called  for  a 
financial  outlay.  The  assistant  sales  manager  would  come  in  to  discuss 
a  variety  of  subjects,  such  as  prices,  returned  goods,  or  causes  of  cus- 
tomer dissatisfaction. 

Two  or  three  of  the  local  salesmen  dropped  in  every  day  and  talked 
to  Mr.  Parry  about  special  prices  for  particular  situations  or  reported 
what  they  knew  about  a  competitor  or  competitive  goods  or  some  prob- 
lem with  a  particular  customer.  Mr.  Parry  was  trying  to  continue  a 
practice  he  had  always  maintained  as  sales  manager,  never  to  allow  a 
misunderstanding  to  remain  open  any  length  of  time.  If  the  misunder- 
standing was  with  a  nearby  customer,  he  would  accompany  the  sales- 
man and  call  on  the  customer  forthwith  to  effect  a  settlement. 

As  opportunity  afforded,  he  wrote  letters  to  distant  customers  concern- 
ing prices  and  quotations.  He  also  wrote  to  the  company's  agents 
when  necessary.  He  received  a  weekly  letter  from  each  of  the  out-of- 
town  salesmen  reporting  any  new  developments  in  their  territories.  He 
frequently  interviewed  salesmen  seeking  employment  and  inventors 
who  had  new  ideas  or  products  they  wished  to  show  the  company. 

This  was  the  usual  daily  routine,  but  it  might  be  interrupted  by  one 
or  more  of  the  following  situations  which  had  occurred  within  a  fort- 
night. A  large  out-of-town  customer  was  in  the  city,  and  Mr.  Parry 
showed  him  around  the  factory  and  spent  considerable  time  with  him. 
Another  day,  he  attended  a  meeting  of  local  industrial  managers.  The 
sales  manager  of  a  large  competitor  from  another  part  of  the  country 
was  in  the  city  on  another  day,  and  Mr.  Parry  spent  most  of  that  day 
with  him  discussing  their  common  problems.  Other  days  he  called  on 
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the  buyers  of  chain  stores.  He  saw  the  banker  once  every  two  or  three 
months  to  go  over  the  company's  statement  with  him,  arrange  loans, 
or  settle  any  other  business.  One  day  the  plant  superintendent  came  in 
and  reported  the  big  draw-press  broken.  He  asked  how  it  was  Mr. 
Parry's  pleasure  to  have  it  repaired;  on  an  overtime  basis,  which  would 
cost  time-and-a-half  for  labor,  or  on  regular  time?  The  latter  method 
would  take  twice  as  long.  Mr.  Parry  ascertained  that  the  press  had  been 
working  on  regular  stock  for  inventory  which  could  be  held  up,  and  he 
therefore  ordered  the  repair  made  on  regular  time.  While  he  was  talk- 
ing with  the  superintendent,  a  salesman  telephoned  to  inquire  about 
giving  a  special  price  to  a  large  customer  for  an  anniversary  sale.  Mr. 
Parry  authorized  him  to  do  so  and  at  the  same  time  suggested  that  the 
man  use  the  railroad,  instead  of  driving  his  car,  for  a  particularly  re- 
mote call. 

He  wished,  as  sales  manager,  to  be  able  to  make  more  comprehensive 
studies  of  territories  to  determine  more  exactly  the  profitability  of  calls, 
to  investigate  further  the  company's  whole  delivery  program,  to  get 
more  accurate  and  detailed  information  on  selling  costs,  to  study  the 
company's  list  prices  in  relation  to  competitors'  and  to  manufacturing 
costs,  to  get  out  sales  letters  to  the  trade  and  do  more  sales  promotion, 
and  to  be  able  to  travel  and  do  more  work  with  salesmen  in  the  field. 

As  treasurer,  which  he  virtually  was,  he  wished  to  devise  better  cost 
control,  to  have  time  to  examine  more  thoroughly  all  cost  items,  to 
regulate  purchases  and  inventories  better  and  to  watch  continually  for 
ways  to  save  money  and  maximize  the  returns  on  all  funds.  He  had 
enlarged  the  cost  accounting  staff  and  had  some  special  studies  made 
to  see  wherein  any  discrepancies  might  exist  between  standard  and 
actual  costs.  Conceivably,  some  changes  would  be  made  in  piece  rates, 
but  it  appeared  that  the  cost  accounting  in  general  was  accurate.  He 
was  not,  however,  able  to  give  this  matter  the  attention  he  desired. 

As  general  manager,  he  wished  more  time  to  study  the  company's 
product  policies  and  the  profitability  of  particular  items  under  changing 
conditions;  to  see  wherein  the  physical  equipment  could  be  improved 
by  replacements,  rearrangements,  and  consolidation  of  manufacturing 
areas;  to  build  up  a  permanent  and  self -perpetuating  organization  with 
potential  executives  in  all  the  departments;  an'd  to  study  general  con- 
ditions in  the  industry  and  in  business  generally. 

He  felt  that  the  company  could  not  go  out  and  immediately  get  a 
really  able  sales  manager  or  treasurer,  for  several  reasons:  (1)  The 
company  already  had  the  burden  of  a  large  salary  paid  to  the  president- 
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treasurer,  who  was  not  contributing  commensurate  talent  and  effort  to 
the  business.  ( 2 )  It  was  a  delicate  situation,  when  Harold  was  holding 
the  positions  of  president  and  treasurer,  to  urge  an  enlargement  of  the 
executive  staff.  (3)  It  was  a  difficult  task  to  attract  young  men  with 
ambition  and  ability  because  of  the  two  facts  that  the  company  was 
family-owned  and  executive  positions  were  few.  ( 4 )  He  had  to  consider 
the  psychology  of  those  already  in  the  organization. 

The  plan  that  he  decided  upon  was  to  find  a  salesman  likely  to  make 
an  executive,  and  have  him  get  experience  as  a  field  manager  and  slowly 
take  over  the  whole  job  of  sales  manager.  Mr.  Decker  could  continue 
as  a  useful  assistant  to  such  a  man  and  would  be  willing  to  do  so.  Young 
men  who  could  develop  into  department  heads  when  needed  should  be 
added  to  both  Mr.  Sessions'  and  Mr.  Cameron's  staffs.  Mr.  Parry  him- 
self intended  to  do  most  of  the  treasurer's  work  in  addition  to  that  of  a 
general  manager,  as  long  as  Harold  held  office. 

But  how  fast  these  changes  could  be  made  Mr.  Parry  did  not  know. 
The  company's  working  capital  had  been  depleted  by  losses  and  divi- 
dends. It  had  been  able  to  obtain  loans,  although,  as  a  banker  told  Mr. 
Parry,  the  bank  disliked  concerns  in  which  the  financially  responsible 
persons  or  owners  were  only  passively  interested.  Mr.  Parry  insisted  that 
Mr.  Kesler  cease  charging  to  the  company  personal  expenses  such  as 
gasoline,  tires,  etc.,  and  that  no  further  personal  loans  be  made  to  mem- 
bers of  the  family. 

The  younger  brother,  Henry,  Jr.,  twenty-seven  years  old  in  1935, 
still  did  no  work  in  the  company  or  elsewhere.  A  twenty-two-year-old 
son  of  the  deceased  Forbes  Kesler  had  begun  to  work  in  the  factory 
because  his  mother  wanted  him  to  learn  the  business.  Mr.  Parry  felt 
that  the  boy,  although  he  applied  himself  reasonably  well,  was  not 
qualifying  himself  as  a  potential  executive.  Another  son  was  fourteen 
years  old.  The  president,  Harold,  had  one  son,  seven,  and  three  younger 
daughters.  Henry,  Jr.,  had  two  sons — one  five  and  one  three. 

Annual  balance  sheets  for  the  years  1928  to  1934  are  shown  as 
Exhibit  1. 
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In  the  spring  of  1935  the  board  of  directors  of  the  Ballard  Company 
announced  that  William  Ballard  had  been  elected  to  the  board  to  re- 
place a  director  who  had  resigned  and  that  thenceforth  he  was  to  be 
chief  operating  executive  of  the  company,  although  his  official  title 
would  remain  "vice-president  in  charge  of  engineering."  His  father, 
Frank  Ballard,  continued  to  hold  the  title  of  "president"  of  the  company; 
and  his  father's  cousin,  John  Ballard,  continued  to  hold  the  title  of  "vice- 
president  and  treasurer."  There  were  no  further  management  changes 
during  the  period  1935-39. 

The  Ballard  Company  was  formed  in  1910  as  a  combination  of  three 
small  companies  to  manufacture  electrical  safety  switches,  circuit  break- 
ers, regulators,  and  motor  controllers.  As  president  and  treasurer,  re- 
spectively, of  the  largest  and  most  aggressive  of  the  combining  com- 
panies, Frank  and  John  Ballard  were  elected  to  the  same  positions  in  the 
new  company,  to  which  their  name  was  given.  The  new  company  con- 
solidated its  operations  in  the  plant  of  one  of  the  merged  companies. 
This  plant,  located  in  a  small  town  in  northern  Connecticut,  was  en- 
larged to  meet  the  greater  needs.  The  difficult  task  of  welding  the  three 
companies  into  one  and  of  solving  the  human  problems  involved  in 
merging  three  executive  staffs  was  solved  largely  by  the  outbreak  of  the 
war  of  1914-18,  which  brought  a  large  volume  of  business  to  the 
company  and  left  it  firmly  established.  John  Ballard  devoted  himself 
entirely  to  the  financial  and  accounting  activities  of  the  business,  while 
Frank  Ballard  performed  the  functions  of  chief  executive. 

Soon  after  the  company  was  founded,  it  employed  William  Ballard 
during  his  vacations.  He  received  an  electrical  engineering  degree  in 
1920  and  immediately  took  a  regular  job  in  the  company's  plant.  After 
an  apprenticeship  period,  he  was  moved  into  follow-up  work,  which 
consisted  of  tracing  orders  through  the  plant  and  checking  on  delays  and 
defects.  In  1924  he  became  assistant  superintendent  and  in  1928  assist- 
ant to  the  production  manager.  In  the  latter  capacity  he  began  to  take  an 
interest  in  problems  and  policies  of  a  broader  nature  than  those  per- 
taining only  to  production.  He  familiarized  himself  with  the  company's 
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sales  organization  and  methods,  its  engineering  techniques,  its  account- 
ing and  financial  systems,  and  its  general  management  problems.  He 
later  stated  that,  as  a  result  of  this  educational  process,  he  began  to  lose 
"the  purely  production  point  of  view,"  and  his  primary  interest  began 
to  center  in  engineering,  including  pure  research,  applications,  product 
development,  and  design. 

In  1931  William  Ballard  was  made  vice-president  in  charge  of  engi- 
neering, a  newly  created  position.  At  the  same  time,  the  sales  manager 
and  the  production  manager  were  both  made  vice-presidents.  The  latter 
promotions  were  made  to  assuage  any  resentment  which  these  two  men 
might  have  felt  over  William  Ballard's  promotion.  Also,  the  sales 
manager  held  a  prominent  position  in  a  national  sales  managers'  or- 
ganization, and  the  new  title  tended  to  give  him  more  prestige.  Thus, 
at  that  time  the  company's  top  management  was  as  follows:  directors — 
Frank  Ballard,  John  Ballard,  Daniel  Rollins;  president — Frank  Ballard; 
first  vice-president  and  treasurer,  John  Ballard;  vice-president  in  charge 
of  sales — T.  J.  Davis;  vice-president  in  charge  of  production — F.  K. 
Moore;  vice-president  in  charge  of  engineering — William  Ballard. 

About  two-thirds  of  the  company's  stock  was  held  by  Frank  and 
John  Ballard.  Mr.  Rollins,  the  third  director,  was  the  president  of  a 
medium-sized  manufacturing  company;  the  electrical  switch  and  circuit 
breaker  portion  of  his  company's  business  had  been  purchased  in  1930 
by  the  Ballard  Company  and  had  been  operated  as  a  subsidiary  there- 
after. He  took  the  place  on  the  board  of  Mr.  Moore,  who  had  tempo- 
rarily filled  the  vacancy  created  by  the  death  of  a  director  in  1929.  Both 
Mr.  Davis  and  Mr.  Moore  had  been  with  the  company  since  its  incep- 
tion, and  both  had  headed  their  departments  since  1920.  As  vice- 
president  in  charge  of  engineering  William  Ballard  was  to  devote  his 
attention  to  research  and  development. 

In  1935  Mr.  Rollins  resigned  from  his  directorship,  stating  that  the 
pressure  of  his  duties  as  president  of  his  own  company  required  all  his 
attention.  At  that  time  Frank  Ballard,  who  was  fifty-eight  years  of  age, 
was  becoming  interested  in  several  other  business,  social,  and  philan- 
thropic activities  which  promised  to  consume  a  major  portion  of  his 
time  and  attention.  John  Ballard,  who  was  sixty,  maintained  an  active 
interest  in  only  the  financial  management  of  the  business.  William  Bal- 
lard, who  was  thirty-seven  years  old  at  that  time,  was  appointed  director 
and  chief  operating  executive  soon  after  Mr.  Rollins'  resignation,  which 
became  effective  January  1,  1935. 

In  1935  the  company's  business  consisted  principally  of  the  manu- 


BALLARD  COMPANY 


49 


facture  and  sale  of  electrical  regulators  and  motor  controllers.  It  also 
manufactured  and  sold  a  line  of  meter  switches,  panel  boards,  fuse 
cabinets,  safety  switches,  accessories,  and  miscellaneous  equipment. 
Regulators  were  switches  for  starting  and  stopping  motors  automatically 
when  certain  conditions  obtained.  For  example,  for  the  control  of  liquid 
levels  the  company  had  developed  a  float  switch  which  would  start  a 
pump  when  the  liquid  had  fallen  to  a  given  level  and  would  stop  the 
pump  when  the  liquid  rose  to  a  given  level.  Regulators  were  made  as 
supplementary  equipment  for  air  compressors,  gasoline  engine  pumps, 
and  heating  systems.  Motor  controllers  were  built  to  control  the  se- 
quence of  operation  and  the  starting  and  stopping  speed  of  motors  and 
to  prevent  operation  under  adverse  conditions.  Control  of  sequence  was 
necessary  for  many  machine  tools,  welders,  and  all  multispeed  ma- 
chines. Special  machine-starters  were  used  when  it  was  desirable  to 
reduce  the  starting  torque  of  the  motor  or  the  starting  inrush  of  the 
current  drawn  from  the  line.  Motor  controllers  also  protected  the  motor 
against  continued  operation  under  dangerous  overcurrent  conditions, 
caused  by  overloading  the  machine,  by  low  line  voltage,  or  by  single 
phase  operation  of  polyphase  motors. 

The  industry  was  composed  of  the  General  Electric  Company,  the 
Westinghouse  Electric  and  Manufacturing  Company,  and  five  com- 
panies about  the  same  size  as  the  Ballard  Company.  All  produced  a 
general  line  of  switches,  circuit  breakers,  regulators,  controllers,  and 
accessory  equipment;  and  all  except  the  first  two  sold  only  this  type  of 
equipment.  There  was  a  tendency  among  the  companies  in  the  industry 
to  emphasize  particular  types  of  products.  The  Ballard  Company  spe- 
cialized in  regulators  and  controllers,  as  did  two  of  the  other  companies. 
Regulators  and  controllers  were  sold  principally  to  a  wide  variety  of 
machinery  manufacturers,  who  tied  them  in  with  their  products.  The 
basis  of  competition  was  primarily  development  and  design,  secondarily 
price.  Development  included  the  working-out  of  applications  to  fit  the 
specific  problems  of  machinery  manufacturers.  Once  a  manufacturer's 
problem  was  successfully  met,  a  large  sale  would  usually  ensue,  al- 
though such  an  account  needed  constant  attention  to  make  sure  that  a 
competitor  did  not  better  the  solution.  Sometimes  standardized  regu- 
lators and  controllers  filled  a  customer's  needs;  but  even  in  such  cases, 
an  analysis  was  necessary  to  establish  the  fact.  Another  important  com- 
petitive factor  was  prompt  and  effective  assistance  in  installing  the 
equipment,  diagnosing  trouble,  and  making  repairs.  The  manufacturer 
wanted  to  be  certain  that  his  customers  were  not  annoyed  by  delays 
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caused  by  wiring  and  other  installation  mistakes  and  slow  repair  of  ;! 
breakdowns.  Regulators  and  controllers  typically  constituted  about  60% 
of  the  Ballard  Company's  sales. 

About  20%  of  the  company's  sales  was  made  direct  to  users  for  in- 
stallation in  their  plants;  safety  switches  were  by  far  the  largest  item 
in  this  category.  The  Ballard  Company's  salesmen  had  to  present  tech- 
nical arguments  to  convince  a  prospective  customer  of  increased  profit 
or  safety  from  the  use  of  Ballard  equipment.  The  remaining  20%  of 
sales  was  standardized  equipment  in  the  meter  switch,  circuit  breaker, 
and  miscellaneous  categories  for  use  in  apartment  houses,  office  build- 
ings, and  industrial  plants.  The  selling  effort  for  this  business  was 
directed  primarily  toward  contractors,  who  purchased  almost  entirely 
on  a  price  basis  so  long  as  the  product  met  specifications. 

The  Ballard  Company  maintained  25  branches  in  the  United  States 
and  one  or  more  distributors  in  each  of  15  foreign  countries,  including  5  j 
in  Canada.  The  number  of  salesmen  at  the  branches  ranged  from  one 
to  nine.  All  the  salesmen  held  degrees  in  electrical  engineering  and  had  j 
taken  an  intensive  two  months'  instruction  course  at  the  company's 
plant.  They  were  paid  on  a  straight  salary  basis.  Although  each  salesman 
was  qualified  to  sell  any  of  the  company's  products,  in  practice  each 
tended  to  specialize  in  one  or  two  in  accordance  with  the  industry 
predominant  in  the  territory  he  served.  One  of  the  salesmen  at  each 
branch  served  as  branch  manager  and  acted  as  the  intermediary  between 
the  home  office  and  the  salesmen.  He  sent  to  the  home  office  the  sales- 
men's call  reports,  which  contained  the  date  of  call,  time  spent,  recep- 
tion received,  equipment  used  by  the  prospect,  and  miscellaneous  com- 
ments. The  home  office  seldom  issued  any  instructions  to  the  salesmen  j 
except  with  reference  to  a  new  product  or  development,  when  it  in- 
formed  them  about  the  merits  and  uses  of  the  product  and  sometimes, 
after  an  analysis  of  their  call  reports,  directed  them  to  likely  customers. 
Each  salesman  was  considered  to  be  qualified  to  handle  all  negotiations 
even  on  large  orders.  Mr.  Davis,  in  charge  of  sales,  planned  eventually  jj 
to  have  all  customers  divided  into  classes  on  the  basis  of  the  number  of 
times  a  year  they  should  be  called  upon.  He  hoped  that  such  a  plan 
would  insure  that  all  customers  received  adequate  attention  and  that  the 
tendency  to  devote  excessive  time  to  good  customers  would  be  averted. 

Three  branches  and  four  distributors,  all  strategically  located,  offered 
complete  repair  service,  which  included  an  inventory  of  standard  parts, 
at  least  one  trained  repair  man,  and  facilities  for  making  repairs.  The 
remainder  of  the  branches  and  distributors  offered  minor  repair  service. 
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When  a  complaint  was  received  at  a  branch,  one  of  the  salesmen  was 
sent  out  to  diagnose  the  trouble.  In  about  50%  of  the  cases  he  found 
that  the  Ballard  product  was  not  at  fault.  In  the  majority  of  other  cases 
he  was  able  to  make  the  necessary  repairs  himself.  In  the  remainder, 
the  instrument  had  to  be  shipped  to  one  of  the  branches  offering  com- 
plete repair  service.  The  repair  service  had  become  very  costly  to  the 
company,  not  only  because  of  the  actual  expenses  of  travel  for  the  sales- 
men, but  also  because  of  the  selling  time  lost  and  the  disruption  of 
schedules.  The  company  tried  to  recover  expenses  in  those  instances  in 
which  the  Ballard  product  had  not  been  at  fault,  but  customer  relations 
made  this  procedure  difficult. 

The  company's  sales  promotion  work  consisted  of  advertising  in  trade 
journals,  direct-mail  advertising,  and  company  bulletins.  The  advertising 
stressed  the  company's  superiority  in  design,  developments,  applica- 
tions, and  service.  It  was  felt  that  a  constant  educational  job  was  neces- 
sary to  apprise  the  manufacturer  of  the  company's  steady  technological 
advance  and  of  the  benefits  to  both  his  production  and  his  product 
through  the  use  of  proper  electrical  equipment.  The  company  bulletins 
went  to  all  salesmen  and  were  designed  to  obtain  complete  dissemina- 
tion of  valuable  ideas  originating  in  any  one  place. 

The  company  followed  the  policy  of  producing  as  many  of  the  parts 
for  its  products  as  possible.  It  did  not  wish  to  take  the  chance  that  a 
supplier  might  make  defective  parts,  since  quality  and  safety  were  such 
important  competitive  advantages.  Also,  it  wished  to  avoid  the  possi- 
bility of  slow  deliveries.  The  company  carried  a  few  standard  products 
and  accessory  equipment  in  stock  in  the  factory  and  in  the  three 
branches  which  offered  complete  repair  service.  It  was  also  able  to  carry 
a  fairly  large  inventory  of  standard  parts,  thus  permitting  longer  pro- 
duction runs.  A  few  of  the  sales  and  service  branches  carried  stand- 
ardized items  in  localities  in  which  competitors  were  able  to  make  rapid 
delivery. 

The  company  normally  employed  about  500  laborers,  75  clerical 
workers,  and  5  5  officials.  All  the  labor  was  recruited  from  the  surround- 
ing territory  with  the  exception  of  technically  skilled  workers.  None  of 
the  laborers  was  a  union  member,  and  it  was  not  expected  that  unioniza- 
tion would  gain  a  foothold.  The  company  insured  its  workers  under 
the  state  workmen's  compensation  laws  and  carried  group  life  insurance 
policies  on  all  workers  who  had  been  with  the  company  more  than 
three  months.  It  also  maintained  a  sickness  benefit  fund  and  an  athletic 
association.  Every  year  1 5  workers  were  selected  by  a  foremen's  commit- 
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tee  and  given  a  special  electrical  engineering  course.  A  small  bonus 
was  given  every  year  to  clerical  workers. 

In  1935  William  Ballard  was  convinced  that  the  company's  sales, 
production,  and  financial  operations  were  being  very  capably  handled 
by  the  respective  heads  of  those  departments.  He  thought  that,  if  the 
engineering  department  continued  adequate  product  development  and 
research,  the  company's  continued  success  was  assured.  He  considered 
the  latter  function  his  own  responsibility.  As  chief  operating  executive, 
he  conceived  of  his  task  as  the  elimination  of  certain  organizational 
difficulties  of  which  he  had  become  aware  as  vice-president  in  charge  of 
engineering.  Most  of  the  difficulties  centered  in  the  relationships  be- 
tween the  sales  and  production  departments  and  between  Mr.  Davis 
and  Mr.  Moore.  Part  of  the  difficulty  lay  in  the  conflicting  personalities 
of  the  two  men,  and  part  in  the  lack  of  a  clear  segregation  of  the  duties 
of  the  two  departments.  The  tension  between  Mr.  Davis  and  Mr.  Moore 
had  not  resulted  in  overt  quarrels  but  rather  in  disagreement  on  almost 
all  general  problems  and  constant  conflict  at  all  points  of  contact  be- 
tween the  two  departments.  Mr.  Moore  was  an  old-school  engineer, 
methodical,  orthodox,  set  in  routines,  and  attentive  to  detail.  Mr.  Davis 
had  not  received  a  college  education  but  possessed  a  quick,  active,  re- 
sourceful mind. 

The  sales  department  carried  on  sales  engineering  research  and  appli- 
cation work;  the  production  department  carried  on  design  work;  both 
carried  on  pure  research  and  product  development.  Sales  engineering 
research  consisted  of  developing  new  products  to  meet  special  problems 
that  had  been  presented  to  the  company.  Application  work,  or  sales 
engineering,  was  the  utilization  of  existing  products  to  solve  particular 
problems  of  customers.  Design  work  consisted  of  working  out  blue- 
print details  so  that  construction  of  a  product  would  be  as  simple  and 
economical  as  possible,  commensurate  with  safety  and  effectiveness  of 
operation  and  ease  of  installation.  Protection  against  adverse  local 
conditions  frequently  necessitated  the  design  of  explosion-proof,  dust- 
proof,  and  waterproof  enclosures.  Pure  research  consisted  of  determin- 
ing all  the  possible  functions  of  switching  apparatus,  all  the  danger  of 
motor  control  and  regulation  that  could  be  avoided,  all  the  causes  of 
motor  breakdown,  and  all  preventable  switch  failures.  Product  develop- 
ment consisted  of  improving  the  company's  standard  products.  Such 
interrelated  functions  as  the  foregoing  had  not  been  co-ordinated  before 
1935;  on  the  contrary,  there  had  been  a  great  deal  of  competition  be- 
tween the  two  departments  on  the  overlapping  functions. 
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For  many  years  before  1935,  pricing  had  also  been  a  source  of  con- 
tention between  the  two  departments.  Prices  on  standardized  products 
and  on  parts  for  special  products  had  been  set  by  Mr.  Moore,  who  based 
them  largely  on  cost.  This  fact  annoyed  Mr.  Davis  when  competitive 
conditions  made  a  lower  price  desirable  or  when,  in  his  opinion,  ex- 
cessive overhead  costs  had  been  allocated  to  a  newly  developed  product 
that  had  not  yet  attained  a  large  volume.  Overpricing  was  particularly 
troublesome  when  a  salesman  had  spent  much  time  in  working  out  an 
application  problem.  Mr.  Moore  thought  that  Mr.  Davis  did  not  place 
enough  sales  effort  on  standardized  equipment  and  that  he  favored 
his  own  department's  product  improvements  over  those  of  Mr.  Moore's 
department.  The  sales  department  frequently  recommended  small 
changes  to  assist  in  merchandising  standard  items,  and  the  production 
department  considered  these  changes  an  unnecessary  nuisance. 

Since  the  engineering  department  handled  many  matters  that  were 
a  source  of  conflict  between  the  production  and  sales  departments, 
William  Ballard  had  gradually  assumed  the  position  of  mediator  be- 
tween Mr.  Moore  and  Mr.  Davis  before  1935.  Although  this  had  been 
a  difficult  task,  William  Ballard  felt  that  it  had  given  him  valuable 
background  for  determining  the  causes  of  the  trouble. 

William  Ballard's  first  step  after  1935  was  to  assume  authority  for 
the  company's  price  list.  This,  he  felt,  was  essentially  a  duty  of  top 
management  because  of  the  diverse  interests  involved.  The  next  step 
was  to  begin  a  gradual  program  to  centralize  all  pure  research  and 
product  development  and  to  co-ordinate  sales  engineering  research, 
application,  and  design  by  having  the  engineering  department  informed 
on  all  projects  contemplated  or  in  process.  The  first  objective  of  this 
step  was  to  remove  sources  of  conflict  and  to  eliminate  wasteful  compe- 
tition and  duplication  of  effort.  Eventually  he  hoped  that  the  engineer- 
ing department  would  have  complete  authority  to  approve  and  schedule 
all  research  design,  and  application  work,  but  in  1935  he  felt  that  the 
organization  was  not  yet  ready  for  such  a  drastic  change. 

Since  all  the  company's  executives  lived  in  the  small  town  in  which 
the  plant  was  located,  they  moved  in  the  same  social  circles,  a  fact 
which  introduced  obvious  difficulties  in  trying  to  put  through  a  rapid 
reorganization  program.  Mr.  Davis,  having  grown  up  with  the  com- 
pany, had  become  involved  in  a  great  many  engineering  functions  which 
William  Ballard  thought  were  not  properly  within  the  sphere  of  a 
sales  manager.  William  Ballard  felt  that  Mr.  Davis  would  be  able  to 
perform  his  sales  management  function  considerably  better  if  he  were 
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not  engaged  in  the  company's  engineering  activities.  He  summed  up 
the  situation  by  saying  that,  if  Mr.  Davis  should  leave  the  company, 
his  successor  would  be  only  a  sales  manager  but  that  he  did  not  wish  to 
antagonize  Mr.  Davis  by  moving  too  rapidly  with  his  contemplated 
reorganization. 

By  the  end  of  1939  no  important  changes  had  occurred  in  the  com- 
pany's policies  or  methods  of  operation.  William  Ballard  felt  that  he 
had  made  substantial  progress  in  eliminating  organizational  defects, 
although  he  realized  that  his  program  was  far  from  completed.  His 
relations  with  the  other  four  top  executives  of  the  company  were  quite 
friendly  despite  some  initial  difficulties.  Mr.  Moore  had  been  extremely 
unco-operative  for  over  a  year;  he  had  been  unwilling  to  surrender  the 
pricing  function  and  resented  any  encroachments  on  other  functions  of 
his  department.  Thus  he  opposed  both  the  centralization  of  design  and 
product  development  work  and  the  attention  that  William  Ballard 
gave  to  production  personnel  problems,  a  subject  in  which  the  latter 
was  quite  interested.  Having  resisted  such  encroachments,  Mr.  Moore 
refused  to  assist  in  work  on  a  problem  once  it  had  been  taken  away  from 
him.  William  Ballard  was  pleased  when  this  attitude  had  gradually 
disappeared.  He  felt  that  Mr.  Davis  had  agreed  with  his  program  and 
had  acquiesced  in  his  authority  at  the  very  beginning.  William  Ballard 
had  tried  to  avoid  asserting  himself  over  either  Mr.  Moore  or  Mr.  Davis; 
rather,  he  had  followed  the  policy  of  not  belittling  their  authority. 

The  company's  organization  chart,  drawn  up  by  William  Ballard  at 
the  end  of  1939  and  given  in  Exhibit  1,  shows  the  changes  under  his 
program.  R.  D.  Crowley,  a  former  salesman,  had  been  placed  in  charge 
of  research  and  development  and  reported  directly  to  William  Ballard. 
This  move  had  eliminated  the  competition  that  formerly  existed  among 
the  various  product  development  men  who  had  striven  to  obtain  more 
active  promotion  for  their  individual  developments;  Mr.  Crowley's  posi- 
tion enabled  him  to  make  all  projects  departmental  rather  than  individ- 
ual. This  move  also  had  enabled  the  man  in  the  production  department 
who  had  handled  both  design  and  development  to  concentrate  almost 
entirely  on  the  former.  Mr.  Crowley  kept  in  close  contact  with  the  sales 
engineering  research  department,  which  usually  obtained  William  Bal- 
lard's approval  before  starting  a  new  project.  Mr.  Crowley  kept  in  touch 
with  the  progress  of  these  projects  and  of  application  work.  When  a 
project  was  in  completed  form,  ready  for  design,  Mr.  Crowley  presented 
it  to  William  Ballard,  and  together  they  studied  it  carefully,  frequently 
recommending  changes.  William  Ballard  was  well  pleased  with  Mr. 
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Crowley's  work.  Mr.  Crowley  was  an  excellent  engineer;  and  his  sales 
background  enabled  him  to  "sell,"  as  William  Ballard  put  it,  new  prod- 
uct developments  to  the  sales  department.  This  was  often  a  difficult  task 
because  the  salesmen  were  likely  to  concentrate  on  established  and  fa- 
miliar products. 

One  other  organizational  change  occurring  after  William  Ballard 
became  general  manager  was  the  appointment  by  Mr.  Moore  of  one 
man  to  handle  all  the  production  department's  relations  with  the  sales 
department  except  those  involving  price  problems.  This  man,  designated 
head  of  the  planning  department,  was  responsible  for  settling  all  ques- 
tions of  delivery  dates,  priorities,  and  shipping  instructions. 

In  1939  John  Ballard  continued  to  devote  himself  almost  exclusively 
to  the  duties  of  the  treasurership,  to  the  supervision  of  accounting,  and 
to  directorial  activity.  William  Ballard  had  been  careful  not  to  detract 
from  John  Ballard's  prestige.  It  will  be  noticed  that  in  drawing  up  the 
organization  chart,  William  Ballard  placed  the  initials  "J.  F.  B."  above 
his  own. 

Since  the  beginning  of  1937,  Frank  Ballard  had  been  coming  into 
his  former  office  every  day.  William  Ballard  had  convinced  his  father 
that  the  company  was  of  greater  importance  than  the  other  interests. 
Frank  Ballard  spent  his  time  in  an  advisory  capacity  and  in  working  on 
specific  projects.  An  example  of  the  latter  was  his  realignment  of  the 
sales  promotion  department.  Whereas  formerly  there  had  been  no  spe- 
cialization among  the  members  of  this  department,  after  the  fall  of 
1939,  when  the  plan  was  put  into  effect,  each  individual  specialized  on 
a  particular  project  or  industry  in  accordance  with  his  aptitude  and 
experience. 

Every  morning  at  10  o'clock,  William  Ballard,  Frank  Ballard,  and 
Mr.  Davis  held  a  conference  on  general  policy.  William  Ballard  ex- 
plained that  Mr.  Davis  had  been  included  as  a  regular  attendant  at  the 
meeting  because  of  the  broad  interests  of  his  department  and  his  own 
personal  interest,  but  that  Mr.  Moore  was  not  a  regular  member  be- 
cause the  production  department  functioned  largely  as  an  independent 
unit.  William  Ballard  called  Mr.  Moore  into  the  meeting  if  a  produc- 
tion question  was  to  be  discussed,  and  John  Ballard  if  an  accounting  or 
financial  problem  was  to  be  discussed.  No  agenda  were  prepared  for 
this  conference;  rather,  any  member  brought  up  any  question  he  wished, 
although  usually  individual  subjects  overlapped  many  meetings.  An 
example  of  a  subject  discussed  at  these  meetings  was  that  regarding 
financial  policy  in  the  fall  of  1938.  It  was  then  finally  decided  to  elimi- 
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nate  all  borrowing  in  the  future  in  accordance  with  one  of  Frank  Bal- 
lard's fundamental  precepts,  namely,  that  if  anything  was  really  worth 
doing,  it  could  be  arranged  without  borrowing.  At  the  end  of  1939 
the  group  was  working  on  a  statement  of  the  company's  objectives. 
Since  William  Ballard  was  busy  at  this  time,  Mr.  Davis  drew  up  a  list 
of  objectives  which  William  Ballard  later  studied  and  organized  in  the 
following  statement: 

The  objectives  which  have  been  listed  can  be  separated  along  the  following 
lines,  since  they  include  objectives  and  policies  which  we  wish  to  follow  in 
reaching  major  objectives: 

General  Objective 

"To  aspire  to,  attain,  and  maintain  the  position  of  leadership  in  the  switch 
industry  through  quality  and  not  size,  in  such  a  way  that  the  industry  goes 
forward  and  those  employed  in  the  industry  prosper."  We  believe  this  objective 
can  be  approached  by  living  up  to  the  following  policies  and  ideas: 

A.  In  regard  to  our  employees 

1.  Pay  comparable  wages. 

2.  Maintain  regular  employment. 

3.  Serve  the  employee  any  way  we  can  without  paternalism  or  discrimina- 
tion. 

4.  Recognize  outstanding  efforts  in  promoting  the  interests  of  the  company. 

B.  Sales  ' 

1.  Sell  direct  to  the  consumer. 

2.  Maintain  consistent  prices,  preferably  higher  than  competition  because 
of  added  service. 

3.  Charge  for  our  engineering. 

4.  Give  service. 

C.  General 

1.  Recognize  customer  preferences  in  design  but  do  not  make  plain  ideas 
without  foundation. 

2.  Maintain  a  consistent  training  program. 

3.  Maintain  a  strong,  protective  patent  setup. 

4.  Maintain,  through  development,  some  exclusive  products. 

5.  Keep  self-contained. 

D.  Financial 

1.  Show  a  reasonable  profit  on  the  amount  of  business  we  do. 

2.  No  long-time  commitments. 

3.  Controlled  inventory. 

The  next  question  is  what  we  can  do  now  towards  accomplishing  this  end? 
I  offer  the  following  ideas: 

1.  Work  up  the  picture  to  give  it  to  every  employee  so  that  they  all  can 
know  it,  both  to  help  it  along  and  even  to  act  as  judges  when  it  has  not 
been  lived  up  to. 
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2.  Periodically  pick  out  one  important  general  feature  and  gun  it  through- 
out the  organization. 

William  Ballard  maintained  as  close  relations  with  his  subordinates 
and  with  the  labor  force  as  possible.  He  walked  through  the  factory 
every  day  and  attended  most  of  the  employee's  functions.  He  always 
worked  in  his  shirtsleeves,  and  he  drove  an  old  car.  He  was  quick  to 
admit  his  own  mistakes.  For  example,  in  1938  he  had  worked  out  a 
system  for  roughly  determining  the  inventory  position  of  the  company 
throughout  the  year.  Theretofore  the  company  had  not  had  any  sort  of 
continuous  inventory  system.  He  had  neglected  to  include  one  factor 
in  his  calculations,  however,  with  the  result  that  the  physical  inventory, 
when  checked  at  the  end  of  the  year,  proved  to  be  considerably  larger 
than  he  had  estimated.  Although  the  company  tried  to  keep  as  many 
workers  constantly  employed  as  possible,  this  miscalculation  had  caused 
fewer  layoffs  than  would  otherwise  have  been  made  and  resulted  in  an 
excessively  large  inventory.  William  Ballard  had  frankly  admitted  the 
error  and,  benefiting  from  the  experience,  had  rectified  it  the  following 
year. 

William  Ballard  arrived  at  the  office  at  8  o'clock  every  morning.  He 
spent  an  hour  in  clearing  up  matters  that  remained  on  his  desk  from 
the  previous  day;  from  9  to  10  o'clock  he  went  over  the  morning  mail 
and  then  went  to  the  aforementioned  daily  conference.  The  rest  of  the 
day  followed  no  set  routine.  He  devoted  a  large  part  of  the  time  to 
working  with  Mr.  Crowley  on  the  status  of  engineering  projects  and  to 
the  study  and  improvement  of  completed  projects.  A  great  proportion 
of  his  time  was  given  over  to  patent  work.  This  involved  determining 
patentability,  obtaining  the  patents,  analyzing  other  patents,  and  in- 
vestigating infringements.  He  considered  personnel  problems  of  great 
importance  and  watched  closely  the  progress  and  compensation  of 
junior  executives.  He  also  worked  out  the  bonus  for  clerical  workers,  a 
problem  complicated  by  cases  on  the  borderline  because  of  illness, 
tenure  with  the  company,  and  merit.  Factory  wage  rates  also  received 
his  close  scrutiny.  Although  Frank  and  John  Ballard  were  supposed  to 
determine  the  salaries  of  the  five  senior  executives,  actually  William 
Ballard  usually  handled  this  job  and  presented  the  schedule  for  their 
approval.  Whenever  any  large  machinery  purchases  or  any  other  ex- 
traordinary expenditures  were  being  considered,  William  Ballard  took 
the  matter  up  with  John  Ballard  to  obtain  his  opinion  on  whether  or 
not  the  financial  position  permitted  the  expenditure.  In  1938  the  ques- 
tion of  purchasing  a  small  competitor  had  arisen.  William  Ballard  and 
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Ballard  Company 

Organization  Chart,  December,  1939 
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1.  R.  D.  Crowley  will  contact  research  and  development  to  line  up  sales  jobs  in  that  department  in  order  of  im- 
portance. 

2.  Sales  to  contact  customers  and  furnish  information  for  entering  orders.  Factory  to  enter  orders  (assuming 
information  correct). 

3.  Accounting  department  will  continue  to  hold  this  responsibility  until  changes  in  location  are  made  which  may 
warrant  changing  part  of  this  function  to  sales. 

4.  Accounting  department  to  furnish  material  for  determining  treatment  of  direct  labor  and  material.  Factory 
to  keep  track  of  factory  costs  and  direct  labor  cost  on  all  orders.  Factory  to  establish  cost  of  production  of  new  and 
special  devices.  Management  to  establish  prices. 

Mr.  Crowley  prepared  a  report  on  the  proposal  and  their  recommenda- 
tion that  the  company  be  purchased  was  followed.  William  Ballard 
worked  on  the  preparation  of  the  company's  price  list,  which  covered 
quotations  on  all  standard  products  and  products  using  standard  parts. 
He  had  set  up  the  following  system  to  cover  other  quotations:  the  cost 
of  production  was  estimated  by  the  production  department  in  accord- 
ance with  data  supplied  by  the  cost  accounting  department  regarding 
the  treatment  of  labor  and  overhead;  a  standard  profit  percentage  was 
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5.  Sales  to  contact  customers  and  furnish  information  for  repairs;  also  to  keep  track  of  application  failures  as 
shown  on  service  reports.  Factory  to  receive  and  enter  "orders  and  organize  service  reports. 

6.  Sales  to  control  all  customer  contacts.  Factory  to  supply  information  used. 

7.  Sales  to  direct  and  control  school  activities  as  they  concern  sales  personnel. 

Note:  Each  box  represents  a  man  in  charge  of  the  indicated  function,  except  the  boxes  labeled  "Industry"  and 
"Product,"  for  explanation  of  which  see  case. 

added;  the  sales  department  could  quote  any  price  it  wished  above  this 
total,  but  at  the  end  of  a  year  it  was  expected  to  have  achieved  a  stipu- 
lated average  percentage  above  the  total  unless  general  business  or 
special  conditions  constituted  adequate  explanation. 
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STRATFORD  COMPANY,  INC 
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INTRODUCTION 

The  Stratford  Company,  Inc.,  of  Philadelphia,  Pennsylvania,  one 
of  the  oldest  and  largest  independent  book  stores  in  the  United  States, 
reported  for  the  fiscal  year  ending  March  31,  1948,  sales  of  $223,844, 
the  largest  volume  since  1932.  Net  profit  after  taxes  was  $6,578,  the 
lowest  since  1944.  Income  statements  for  selected  years  prior  to  1948 
are  given  in  Exhibit  1.  Balance  sheets  for  selected  fiscal  years  from  1931 
through  March,  1948,  are  shown  in  Exhibit  2. 

Mr.  Brooks,  president  of  the  company  since  early  1947,  stated. that 
in  1948  expenses  had  been  cut  "to  the  bone"  and  that  he  was  doing 
everything  possible  to  improve  the  profit  picture.  He  contended  that 
rising  operating  costs  coupled  with  low  gross  margins,  effectively  estab- 
lished by  the  publishers,  were  reducing  to  nothing  the  normally  low 
profits.  Mr.  Brooks  contended  that  larger  discounts  from  publishers  were 
a  prerequisite  for  the  future  success  of  the  company,  as  well  as  of  the 
bookselling  industry.  Since  he  did  not  believe  that  larger  discounts 
would  be  forthcoming  within  the  next  few  years,  he  thought  the  com- 
pany's best  chance  for  success  lay  in  expanding  sales. 

March  31,  1948,  marked  the  end  of  the  sixty-sixth  consecutive  year 
of  operation  for  the  company.  During  the  early  part  of  this  period,  its 
collection  of  old  and  rare  books,  fine  bindings,  standard  sets,  first 
editions,  and  new  English  books  attracted  the  wealthy  carriage  trade 
and  leading  literary,  academic,  and  political  figures  of  the  day. 
Mr.  Brooks  stressed  the  fact  that  in  1948  he  believed  50%  of  the  com- 
pany's customers  were  still  in  this  class.  Hence,  he  thought,  innovations 
in  the  appearance  of  the  store  or  changes  in  policy  which  would  alter 
the  rather  Victorian  atmosphere  had  to  be  considered  in  the  light  of 
their  effects  on  the  old  customers,  as  well  as  on  employees,  some  of 
whom  had  been  with  the  company  for  over  30  years. 

EARLY  COMPANY  HISTORY 

Mr.  Cornelius  Stratford,  Sr.,  founded  the  company  in  1882  to  engage 
in  publishing  and  bookselling.  After  1900,  however,  he  devoted  his 
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entire  time  to  retail  bookselling  and,  through  several  innovations,  de- 
veloped a  highly  successful  business,  increasing  sales  to  nearly  a  million 
dollars  annually.  Mr.  Stratford  was  one  of  the  first  American  booksellers 
to  travel  to  Europe  to  establish  contacts  which  enabled  Stratford's  to 
:     supply  the  rare  books  and  fine  bindings  demanded  by  the  well-to-do 
people  for  the  large  libraries,  which  were  marks  of  distinction  during 
this  period.  He  was  also  the  first  to  perceive  the  possibilities  of  selling 
English  "remainders"  in  the  American  market.  Remainders  were  the 
e     publishers'  overproduction  of  books  for  which  some  market  continued 
i,     but  for  which  turnover  was  so  low  publishers  could  not  afford  to  store 
:,     them.  These  books  were  usually  sold  to  remainder  houses  in  volume  at 
i     a  much  reduced  price  and  subsequently  marketed  to  the  trade  after  a 
]     period  sufficiently  long  to  insure  noncompetition  with  the  portion  of 

I  the  issue  sold  earlier.  The  remainders,  which  Mr.  Stratford,  Sr.,  pur- 
chased in  England,  enabled  Stratford's  to  offer  to  its  customers  at  much 

t     reduced  prices  fine-quality  English  editions.  The  practice  of  remainder- 

I I  ing  began  in  England,  was  adopted  in  the  United  States,  and  was  still 
t     continued  in  1948,  at  which  time  the  majority  of  Stratford's  remainders 

were  published  by  American  firms. 

By  1920,  old  books — including  rare  books,  fine  bindings,  and  stand- 
:  i  ard  sets — and  English  imports  accounted  for  about  two-thirds  of  the 
: ;  company's  sales.  Numerous  catalogues  and  reviews,  often  quoted  by 
;  literary  journals,  publicized  these  books,  and  Stratford's  built  up  a 
■ !  nation-wide  mail-order  business.  The  other  one-third  of  the  company's 
business  was  in  current  books  of  American  publishers. 

The  following  quotation  is  from  a  pamphlet  published  at  the  death 
1     of  Mr.  Stratford,  Sr.,  in  1922 : 

With  all  the  changes  in  the  business,  necessitated  by  a  change  in  popular 

•  taste,  the  company  has  continued  to  adhere  to  the  traditions  and  ideals  of  its 
founder.  Books,  to  be  sure,  are  merchandise,  but  the  sale  of  books  is  something 

.  1  more  than  merchandising,  and  although  millions  of  new  books  will  supplant  the 
old  ones  and  fashions  in  literature  may  change,  the  spirit  of  personal  relation 
between  the  seller,  the  book,  and  the  customers  will  be  maintained  unimpaired 
by  the  bookselling  house  of  "Stratford." 

f        Upon  the  death  of  Mr.  Stratford,  Sr.,  the  management  of  the  business 
'    was  taken  over  by  his  son,  Cornelius  Stratford,  Jr.,  who  had  for  several 
years  done  the  purchasing  abroad.  Stratford,  Jr.,  was  considered  more 
a  connoisseur  of  books  than  a  bookseller.  His  propensity  to  purchase 
'     more  fine  books  than  was  justified  by  sales  built  up  inventories.  Profits 
s     continued  until  1929,  and  large  dividends  were  paid.  In  1929  it  became 
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Exhibit  1 

Stratford  Company,  Inc. 

Comparative  Income  Statements 
(For  Selected  Fiscal  Years  Ending  March  31,  1936-48) 


1936 


1938 


.$145,415 
.  4,118 
.$141,297 

385 


Gross  sales  

Less  returns  

Net  sales  

Interest  and  discounts  (net)  

Income  from  lending  library  

Total  operating  income  $141,682 

Cost  of  goods  sold: 

Inventory,  April  1  (preceding  year)  $  60,440 

Purchases   87,769 


Goods  on  hand  

Inventory,  March  31  (current  year) . 


.$148,209 
.  68,418 


Cost  of  goods  sold  $  79,791 

Gross  profit  $  61,891 

Operating  expenses: 

Rent  $  5,894 

Salaries — officers   5,372 

Salaries — others   21,676 

Advertising   10,183 

Depreciation   375 

Lighting   644 

Freight,  postage,  shipping  supplies   5,265 

Telephone  and  telegraph   972 

Legal  and  accounting  fees   1,186 

Taxes   801 

Miscellaneous   6,873 


Total  operating  expenses  $  59,241 

Net  operating  profit  (loss)  $  2,650 

Less  profit-sharing  provision  

$  2,650 

Other  income  

Total  taxable  income  

Federal  income  tax  

Net  profit  (loss)  


.$  2,650 


2,650 


102.9% 

2.9 
100.0% 

0.3 

100.3% 

42.8% 
62.1 
104.9% 
48.4 
56.5% 
43.8% 

4.2% 

3.8 
15.3 

7.2 

0.3 

0.4 

3.7 

0.7 

0.8 

0.6 

4.9 
41.9% 

1.9% 

~ L9% 
~T9% 
~L9% 


$152,622 
4,232 
$148,390 
728 


102.9% 

2.9 
100.0% 

0.5 


$149,118  100.5% 


44.4% 
62.6 
107.0% 
39.3 
67.7% 
32.8% 

4.4% 
3.1 
16.9 
6.8 
0.3 
0.4 
3.5 
0.7 
1.3 
1.1 
3.4 
41.9% 
($  13,473)     (  9.1%) 


$  65,861 
92,933 

$158,794 
58,300 

$100,494 

$  48,624 


$  6,545 
4,602 
25,077 
10,054 
449 
557 
5,120 
1,034 
1,990 
1,663 
5,006 
$  62,097 


($  13,473)     (  9.1%) 


($  13,473)     (  9.1%) 


($  13,473)     (  9.1%) 


1939 


$138,342 
3,667 

$134,675 
1,023 


$135,698 

$  58,300 
68,661 

$126,961 
48,696 

$  78,265 

$  57,433 


6,930 
7,250 
26,660 
8,338 
421 
543 
3,928 
693 
1,838 
1,803 
4,693 
63,097 


102, 

Hill 

100  :  I 
o:jp 

I 


100 


941 

36  y 

58  / 
42  t 


_46  . 
($    5,664)    (   4|  | 


($   5,664)    (  I 


($   5,664)    (  4 


($    5,664)    (  4 


necessary  to  borrow  $50,000  from  the  bank  to  finance  inventories.  By 
1930  and  1931  the  company  was  faced  with  a  serious  financial  problem. 
Inventory  amounted  to  75%  of  current  assets;  sales  had  declined;  and 
cash  and  receivables  were  insufficient  to  meet  the  bank  loan  and  pub- 
lishers' credit,  which  had  been  used  to  finance  these  inventories. 


GENERAL  CHANGES  IN  THE  MARKET 

The  precipitous  decline  in  business  in  1929  marked  the  beginning  of 
a  major  change  in  the  book  market,  both  as  to  make-up  and  as  to  loca- 
tion. Single  orders  for  whole  libraries  running  to  $25,000  and  $30,000, 
which  were  not  uncommon  prior  to  the  depression,  did  not  reappear. 
Many  private  libraries  were  placed  in  the  market,  thereby  forcing  down 
the  prices  of  once  valuable  books.  A  large  number  of  people,  once  able 
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Stratford  Company,  Inc. 

Comparative  Income  Statements 
{For  Selected  Fiscal  Years  Ending  March  31,  1936-48) 
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U  1940 
1L123 

,,193 
511,930 

1976 
J,  58  4 
SI  ,490 


1943 


1944 


1946 


1947 


1948 


102.3% 

2.3 
100.0% 
0.7 
1.1 
101.8% 


$126,901 
1,863 


$125,038 
1,162 
3,489 


101.5% 

1.5 
100.0% 

0.9 

2.8 


$153,534 
2,562 


$150,972 
1,776 
4,430 


101.7% 

1.7 
100.0% 

1.2 

2.9 


$129,689    103.7%     $157,178  104.1% 


$  32,582 
75,879 


26.0% 

60.7 

86.7% 

22.8 

63.9% 

39.8% 

4.2% 

4.7 
19.4 

3.2 

0.1 

0.5 

2.8 

0.5 

0.5 

0.9 

2.0 
38.8% 

1.0% 


$  28,509 
98,810 


18.9% 

65.4 

84.3% 

20.2 

64.1% 

40.0% 

4.1% 

3.9 
14.5 

2.9 

0.1 

0.4 

2.4 

0.4 

0.7 

0.9 

2.6 
32.9% 

7.1% 


$214,158 

102.0% 

$205,250 

102.1% 

$223,844 

102.2% 

4,211 

2.0 

4,281 

2.1 

4,757 

2.2 

$209,947 

100.0% 

$200  969 

100.0% 

"R919  D87 

inn  oo/ 

1,567 

0.8 

1  629 

0.8 

1  804 

0  8 

4  072 

1.9 

3,756 

1.9 

3  929 

l.o 

$215,586 

102.7% 

$206,354 

102.7% 

$224,840 

102.6% 

$  33,532 

16.0% 

$  23,295 

11.6% 

$  32,408 

14.8% 

1  9A  779 
I/O,/  / L 

i      1 7n 

DO.  / 

143,658 

65.6 

$160,304 

76.4% 

$157,465 

78.3% 

$176,066 

80.4% 

9 1  9CK 

iii 

16.1 

34,843 

15.9 

$137,009 

65.3% 

$125,057 

62.2% 

$141,223 

~6l?% 

$  78,577 

37.4% 

$  81,297 

40.5% 

$  83,617 

38.1% 

$  10,151 

4.8% 

$  9,734 

4.8% 

$  10,122 

4.6% 

5,950 

2.8 

8  350 

4.1 

7  150 

3  3 

28J78 

13.7 

32^980 

16.4 

33J58 

15.4 

4,302 

2.1 

4,390 

2.2 

6,615 

3.0 

84 

0.0 

255 

0.2 

1,128 

0.5 

682 

0.3 

651 

0.3 

893 

0.4 

4,104 

2.0 

4,306 

2.1 

4,623 

2.1 

788 

0.4 

785 

0.4 

834 

0.4 

1,003 

0.5 

4,538 

2.3 

1,029 

0.5 

1,795 

0.9 

1,366 

0.7 

1,538 

0.7 

3,876 

1.8 

4,137 

2.1 

4,723 

2.1 

$  61,513 

29.3% 

$  71,492 

35.6% 

$  72,413 

33.0% 

$  17,064 

8.1% 

$  9,805 

4.9% 

$  11,204 

5.1% 

4,245 

2.0 

2,815 

1.4 

2,800 

1.3 

$  12,819 

6.1% 

$  6,990 

3.5% 

$  8,404 

3.8% 

896 

0.4 

3,764 

1.9 

$  13,715 

6.5% 

$  10,754 

5.4% 

$  8,404 

3,612 

1.7 

2,320 

1.2 

1,826 

0.8 

$  10,103 

4.8% 

$  8,434 

4.2% 

$  6,578 

3.0% 

$108,461 

28,509 
$  79,952 
$  49,737 


5,280 
5,950 
24,260 
3,947 
84 
649 
3,447 
634 
584 
1,090 
2,570 


,456  39.6%  $  48,495 
659)  (  0.5%) 


$127,319 
30,455 
$  96,864 
$  60,314 


$  6,124 
5,950 
21,882 
4,443 
84 
602 
3,643 
661 
1,038 
1,303 
3,851 
$  49,581 


1,242 


$  10,733 


659)  (   0.5%)    $    1,242       1.0%     $  10,733  7.1% 


659)  (    0.5%)     $  1,242 

Kb   331 


1.0% 
0.3 


659)  (   0.5%)    $      911  0.7% 


10,733 
2,927 
7,806 


7.1% 
J^9 

5.2% 


Source:  Company  records. 


and  disposed  to  fill  massive  libraries  with  the  best  editions,  ceased  their 
large-scale  purchasing.  By  1945,  50%  of  the  people  in  the  upper- 


Period  of 
Purchase 


Percentage 
Purchasing 


1945   5 

1944   3 

1943   8 

1942   8 

1941   7 

1939  17 

1938   7 

1934-36  13 

1925-34  27 

Prior  to  1925   6 


Don't  know 


9 
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Exhibit  2 


Stratford  Company,  Inc. 

Comparative  Balance  Sheets  for  Selected  Calendar  Years  Ending  January  1, 
1931-35,  and  Fiscal  Years  Ending  March  31,  1936-48 


Assets 
Current  Assets: 

1/1/31 

1/1/32 

1/1/33 

1/1/35 

3/31/36 

Cash  

$  12,258 

$  12,108 

$  6,118 

$  20,805 

$  13,856 

Bonds  

5,000 

Accounts  Receivable  

  49,312 

29,064 

24,819 

25,135 

14,291 

Inventory  

  207,222 

174,482 

122,173 

61,119 

68,418 

Total  Current  Assets  

 $273,802 

$215,654 

$153,110 

$107,059 

$  96,565 

Fixed  Assets: 

Marketable  Securities  $  19,473 

Cash  Value,  Life  Insurance   6,352 

Furniture  and  Fixture  Improve- 
ments   1,627 

Treasury  Stock   35,750 

Due  from  Officers  

Deferred  Expense  

Prepaid  Insurance  

Total  Fixed  Assets  $  63,202 


$  10,000 
7,345 

1,126 


,008 
718 


$  9,921 
1,529 


250 
782 


18,471       $    8,726       $  12,482 


Liabilities  and  Capital 

Current  Liabilities: 

Accounts  Payable  $  53,515 

Notes  Payable   39,600 

Dividends  Payable   2,000 

Accrued  Rent  and  Expense  

Reserve  for  Taxes  

Total  Current  Liabilities  


32,951  $  23,911 
44,550  35,475 


29,421 
13,200 


415 


Reserve  for  Contingencies  $  18,412 

Capital  Stock   164,000 

Surplus  (Deficit)   59,477 

$241,889 

Total  Liabilities  and  Capital .  .  $337,004 


$129,250  $129,250 
27,374     (  26,800) 


76,505 


10,631 

1,549 

84 
945 
1,097 
14,306 


Total  Assets  $337,004       $234,125       $161,836       $119,541  $110,871 


19,307 
11,200 


1,887 


$  95,115      $  77,501      $  59,386      $  43,036      $  32,394 


69,500*     $  69,500* 
7,005  8,977 
78,477 


$156,624  $102,450 
$234,125       $161,836       $119,541*  $110,871 


income  groups  (upper  30%  of  population)  had  never  purchased  a  set 
of  books;  35%  of  all  families  and  15%  of  those  in  upper-income 
groups  had  no  bookcases  in  their  homes;  and  over  60%  of  upper- 
income  families  had  less  than  three  bookcases.  Of  the  34%  of  families 
owning  a  set  of  five  or  more  books,  the  approximate  years  of  purchase 
are  shown  at  the  bottom  of  page  63.1  The  automobile  and  radio  chal- 
lenged the  place  books  had  formerly  held  as  symbols  of  prestige,  and 
these  and  other  forms  of  entertainment  and  education  began  to  compete 
with  books.  By  1945,  of  the  total  time  spent  in  reading  books,  news- 


1  Henry  C.  Link  and  H.  A.  Hopf,  People  and  Books  (New  York:  Book  Industry 
Committee  of  Book  Manufacturers  Institute,  1946),  p.  101. 
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Exhibit  2 — Continued 

Stratford  Company,  Inc. 

Comparative  Balance  Sheets  for  Selected  Calendar  Years  Ending  January  1, 
1931-35,  and  Fiscal  Years  Ending  March  31,  1936-48 


3/31/37 

3/31/38 

3/31/39 

3/31/40 

3/31/43 

3/31/44 

3/31/46 

3/31/47 

3/31/48 

$  18,494 

$  32,695 

$33,152 

$41,884 

$  8,221 

$15,294 

$  33,226 

$17,284 

$16,304 

22,154 

27,654 

40,937 

11,937 

16,754 

13,000 

11,067 

8,077 

6,667 

8,796 

8,816 

11,002 

65,861 

58,300 

48,696 

38,473 

28,509 

30,455 

23,295 

32,408 

34,843 

$  96,292 

$107,749 

$94,848 

$91,424 

$66,961 

$80,070 

$106,254 

$58,508 

$62,149 

$  12,310 
1,195 

$  986 

$  565 

$  738 

$  269 

$  186 

$  20 

$  3,243 

$  4,408 

  258 

556  371  185   

1,138         1,028  829  958  832  832  681  830  733 

$  15,199  $  2,385  $  1,579  $  1,696  $  1,101  $  1,018  $  701  $  4,073  $  5,399 
$111,491     $110,134     $96,427     $93,120     $68,062     $81,088     $106,955     $62,581  $67,548 


$  21,240 
9,240 

$  14,082 

$  7,691 

417 

1,844 

1,560 

1,440 

$  32,324 

$  15,642 

$  9,548 

$  69,500* 

$  69,500* 

$69,500* 

9,667 

24,992f 

17,379 

$  7,490 

$10,992 

$14,817 

215 

1,345 

1,230 

3,683 

$  8,835 

$12,437 

$18,500 

$69,500* 

$42,200 

$42,200 

14,785 

13,425 

20,388 

$  18,675 

$19,117 

$14,992 

3,188 

5,677 

3,137 

7,789 

5,037 

2,521 

3,846 

$  29,389 

$27,963 

$26,627 

$  42,200 

$30,000j 

$30,000 

35,366 

4,618 

10,921 

$  77,566 

$34,618 

$40,921 

$106,955     $62,581  $67,548 


$  79,167  $  94,492  $86,879  $84,285  $55,625  $62,588 
$111,491     $110,134     $96,427     $93,120     $68,062  $81,088 


*  Comprised  of  6%  cumulative  preferred  $100  par  273  shares  and  common  $100  par  422  shares.  In  1940  the  pre- 
ferred was  called  and  canceled. 

t  Net  proceeds  of  life  insurance  policy  ($31,721)  added  to  earned  surplus. 

t  Assets  purchased  by  Mr.  Brooks.  Capital  stock  outstanding  was  composed  of  50  shares  of  5%  cumulative  pre- 
ferred par  $100  ($5,000)  and  250  shares  of  common  no  par  ($25,000). 
Source:  Company  records. 

papers,  and  magazines,  listening  to  the  radio,  and  seeing  movies,  only 
8%  was  spent  in  reading  books.2 

The  location  of  Stratford's  market  changed  during  this  same  period. 
Between  1930  and  1940  the  population  of  Philadelphia  decreased  by 
approximately  20,000  people.  Stratford's  had  once  been  located  within 
a  few  blocks  of  the  elite  residential  area  of  Philadelphia.  By  1940, 
most  of  the  old  homes  had  been  sold  and  divided  into  small  apartments, 


2  Ibid.,  p.  113. 
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offices,  or  shops.  They  then  had  little  room  for  libraries  even  if  the 
tenants  had  desired  them.  The  old  residents  had  moved  into  the  suburbs 
and,  except  when  location  of  work  made  it  convenient,  did  a  reduced 
volume  of  purchasing  in  downtown  areas. 

By  1948,  Stratford's  records  indicated  that  fewer  than  20%  of  all 
charge  customers  used  Philadelphia  addresses  and  that  most  of  this 
20%  lived  outside  the  city  but  worked  in  nearby  downtown  offices. 
Approximately  5  %  of  charge  sales  were  made  to  out-of-state  customers 
from  Maine  to  Florida  and  as  far  west  as  California.  The  remaining 
75%  was  divided  fairly  evenly  among  18  to  20  suburban  towns.  Total 
charge  sales  (including  a  majority  of  Stratford's  old  "carriage  trade" 
accounts)  as  a  percentage  of  total  sales  had  declined  during  the  eight 
years  prior  to  August  of  1948.  They  amounted  to  about  63%  of  total 
sales  in  1940  and  had  dropped  to  49%  in  1948.  Exhibits  3,  4,  and  5 
show  how  these  changes  affected  the  make-up  of  Stratford's  sales. 

Old  books  constituted  approximately  66%  of  total  sales  in  the  early 
part  of  the  1920's.  This  figure  had  dropped  to  36%  in  1933,  40%  in 
1940,  and  27%  in  1948.  Sales  of  fine  leather  bindings  amounted  to 
9%  of  total  sales  in  1933  but  dropped  to  5%  in  1947  and  1948, 
despite  added  emphasis  by  management  during  the  latter  two  years. 
Sales  in  other  categories  of  old  books,  with  the  exception  of  private 
libraries,  declined  even  more  rapidly. 

LATER  COMPANY  HISTORY,  1932-47 

In  1932,  to  protect  its  interests,  the  bank  brought  Mr.  E.  E.  Archer 
into  the  business.  Mr.  Archer,  although  primarily  interested  in  his  own 
wholesale  dry  goods  business,  had  on  other  occasions  handled  similar 
situations  in  different  kinds  of  business  for  the  bank  with  varying  de- 
grees of  success.  He  immediately  concerned  himself  with  a  liquidation 
of  much  of  the  inventory,  which,  he  stated,  was  both  overpriced  and 
slow  moving.  Although  the  company  operated  at  a  loss  during  the 
three  succeeding  years,  sufficient  cash  was  acquired  to  pay  off  the  bank 
loan. 

Mr.  Archer  stated  that  in  1936  several  factors  induced  the  manage- 
ment of  the  Stratford  company  to  change  its  location.  It  was  one  of  only 
three  firms  remaining  in  what  had  once  been  the  heart  of  the  Phila- 
delphia book  business,  but  which  had  become  a  locale  for  department 
and  variety  stores.  According  to  Mr.  Archer,  old  clients  complained  of 
the  scarcity  of  parking  space  and  of  crowded  sidewalks  which  made  it 
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Total 
Sales 

$142,553 
120,244 
207,925 
220,420 

Wholesale 

Per- 
centage 
of  Total 

5.90 
7.41 
6.59 
2.58 

Sales 

$  8,407 
8.908 

13,703 
5,685 

Public  Libraries 

Per- 
centage 
of  Total 

2.74 
4.04 
7.72 
9.48 

Sales 
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Total 
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81,209 

Cash — Store 

Per- 
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Total 
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31-53 
41.07 
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Private 
Library- 

$  58 
28 
183 
S94 

5-1% 
$536 
10.5% 

Fine 
Bindings 

$127 

32 

1  Ad 

1-3% 
$  17 
0.3% 

Rare 
Books* 

$  18 
27 

152 

266 

2-3% 
$248 

4-8% 

Total 
New 
Books 

$  6,253 
6,603 
7,538 
10,580 
91  3% 
$  4,327 
84.4% 

Juveniles 

$  34 
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$156 
3-1% 
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$  786 
366 
1,011 
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13-4% 
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14.9% 

New  Books 
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Reprints 
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$  5,128 
100.0% 
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difficult  to  enter  the  store  and  to  examine  the  store  windows.  The  rent 
had  decreased  from  S24,000  in  1931  to  S13,000  in  1935  but  was  still 
considered  too  high  by  Mr.  Archer.  Both  he  and  Mr.  Stratford,  Jr.,  be- 
lieved the  men's  trade  was  most  important  to  the  store  and  decided  to 
move  toward  the  business  and  financial  district  rather  than  into  the 
more  fashionable  areas.  This  move  placed  the  company  on  Locust  Street, 
a  side  street  close  to  banking  and  insurance  institutions  and  freer  from 
traffic  than  the  former  location  had  been.  Both  Mr.  Archer  and 
Mr.  Brooks  were  satisfied  with  this  location. 

By  1937  the  bank  loan  had  been  reduced  to  about  S  10,000;  and 
since  Mr.  Stratford,  Jr.,  and  Mr.  Archer  had  not  been  in  accord  on  many 
issues,  Mr.  Archer  withdrew  from  the  business.  In  1939  Mr.  Stratford, 
Jr.,  died,  and  Mr.  Archer  was  called  back  by  the  Stratford  family.  He 
stated  that  inventories  of  slow-moving  books  had  again  accumulated. 
"If  the  books  aren't  selling,"  he  stated,  "either  the  purchase  was  wrong 
or  the  prices  are  too  high."  He  therefore  segregated  the  slow-moving 
stock,  lowered  prices,  held  sales,  and  reduced  inventory.  In  April  of 
1942  Mr.  Archer  reported  to  the  board  of  directors  that  in  1937  there 
had  been  S25,000  worth  of  this  slow-moving  stock.  He  had  reduced 
that  in  the  five-year  period  to  $2,767.  The  make-up  was  as  follows: 


Old  Stratford  publications  $  800 

Private  libraries   1,000 

First  editions   628 

Extra  illustrated  books   339 


Total  $2,767 


In  1939  Mr.  Archer  started  a  lending  library,  which,  he  remarked, 
"probably  made  Cornelius,  Sr.,  turn  over  in  his  grave."  He  also  began 
to  sell  and  service  subscriptions  to  the  Book-of-the-Month  Club  and  the 
Literary  Guild.  "I  believe  it  is  the  duty  of  a  bookstore  to  make  available 
books  to  book  readers  through  whatever  channels  they  desire,"  he 
stated.  It  was  his  opinion  that  eight  out  of  ten  books  should  never  have 
been  printed;  and  the  lending  library  provided  an  outlet  for  the  eight, 
which  he  believed  would  not  sell  anyway.  In  support  of  his  claim  that 
the  lending  library  could  operate  at  a  profit,  Mr.  Archer  submitted  to 
the  board  of  directors  statements  for  the  years  1942-45,  inclusive  (see 
Exhibit  6 ) .  The  profit,  he  stated,  was  realized  through  a  tight  control 
of  the  number  of  volumes  used  in  the  lending  library;  it  was  considered 
better  to  have  some  customers  waiting  for  books  than  to  have  an  over- 
supply. 

By  1945,  total  dollar  sales  had  increased  40 %  over  1939,  and  the 
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Exhibit  6 


Stratford  Company,  Inc. 

Lending  Library 

Profit  and  Loss  Statements  for  Years  Ending  March  31.  1942-48 


1942 

1943 

1944 

1945 

1946 

1947 

1948 

Income  from  rentals  

$3,689 

$3,489 

$4,430 

$4,661 

$4,072 

$3,756 

$3,949 

Miscellaneous  sales  

218 

268 

153 

83 

106 

121 

383 

Total  income  

$3,916 

$3,757 

$4,583 

$4,744 

$4,178 

$3,877 

$4,332 

Cost  of  sales: 

Beginning  inventory,  April  1 

.$  671 

$  708 

$  482 

$  458 

$  420 

$  465 

$  122 

Purchases  

1,888 

1,097 

1,458 

1,124 

1,077 

1,251 

2,142 

$2,559 

$1,805 

$1,940 

$1,582 

$1,497 

$1,716 

$2,264 

Ending  inventory,  March  31 

*  709 

482 

457 

420 

464 

122 

239 

$1,850 

$1,323 

$1,483 

$1,162 

$1,033 

$1,594 

$2,025 

Gross  profit  

.$2,066 

$2,434 

$3,100 

$3,582 

$3,145 

$2,283 

$2,307 

Operating  expenses: 

Direct  expense  

$  196 

$  89 

$  168 

$  220 

$  180 

$  220 

$  220 

Manager's  salary  (Johnson). 

.  1,325 

1,122 

1,358 

1,318 

1,427 

1,716 

1,716 

Assistant  manager's  salaryf. 

.  561 

374 

385 

379 

336 

429 

429 

Total  operating  expenses  

.$2,082 

$1,5S5 

$1,911 

$1,917 

$1,943 

$2,365 

$2,365 

Net  profit  (loss)  

:$  i6) 

$  849 

$1,189 

$1,665 

$1,202 

($  82) 

($  58) 

*  Ending  inventory  at  $0.60  per  volume,  1942;  at  §0.50  per  volume,  1943-48. 
t  One-fourth  of  cost  of  a  $30  per  week  salesclerk. 

Sources:  1942-46,  regular  company  reports;  1947-48  compiled  from  company  records. 


company  reported  a  small  profit  for  the  fourth  consecutive  year.  (Sales 
of  the  industry  doubled  during  this  period.3)  At  this  time  Mr.  Archer 
believed  the  company's  need  was  for  aggressive  "owner  leadership," 
instead  of  "manager  leadership";  and  inasmuch  as  his  own  desire  was 
for  less,  rather  than  for  more,  responsibility,  he  convinced  the  Stratford 
family  to  sell.  He  approached  Mr.  Thornton  Brooks,  whom  he  con- 
sidered a  potential  buyer  and  manager. 

CHANGE  IN  MANAGEMENT 

Mr.  Brooks  received  a  degree  in  business  administration  in  1932  and 
then  spent  15  years  with  a  large  dry  goods  manufacturer.  Starting  as 
assistant  advertising  manager,  he  advanced  the  following  year  to  adver- 
tising manager.  He  retained  this  position  and  took  on  added  responsi- 
bilities in  other  phases  of  the  business  until  1936,  when  he  began  to 
sell  to  manufacturers,  retailers,  and  wholesalers.  In  1942  the  shortage 
of  civilian  materials  reduced  salesmen's  incomes,  and  selling  degener- 
ated into  a  process  of  allocating  the  short  supplies.  Mr.  Brooks  began 
supplementing  his  income  by  working  for  a  chain  of  bookstores,  super- 

3  Dorothy  Knibb,  "Reading  Trends  Stir  the  Book  Trade,"  Domestic  Cojnmerce, 
Vol.  XXXIII,  No.  11  (1945),  p.  37. 
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vising  the  portion  of  its  business  which  dealt  with  the  Navy.  He  was 
also  placed  in  charge  of  the  chain's  warehousing  functions.  A  year  later 
he  was  forced  by  the  dry  goods  manufacturer  to  choose  between  the 
two,  and  he  returned  to  the  manufacturer.  "I  enjoyed  the  book  busi- 
ness," said  Mr.  Brooks,  "but  it  seemed  best  at  the  time  to  continue  the 
fifteen-year  association  with  dry  goods."  Subsequently,  a  change  in 
management  brought  about  a  decision  by  Mr.  Brooks  to  make  a  per- 
manent change. 

In  January,  1947,  Mr.  Brooks  bought  the  name,  assets,  and  goodwill 
of  the  Stratford  company.  He  personally  held  all  the  common  stock 
and  sold  part  of  the  preferred  stock  to  members  of  his  family. 

The  primary  reason  for  this  move  was  Mr.  Brooks's  belief  that  own- 
ing and  operating  his  own  business  should  insure  a  return  on  his  own 
efforts.  He  had  enjoyed  his  previous  brief  exposure  to  the  book  business 
but  stressed  that  his  reason  for  purchasing  Stratford's  was  his  belief  in 
the  value  of  the  Stratford  name,  which  was  respected  in  the  trade  and 
well-known  in  the  Philadelphia  area  and  to  some  extent  throughout 
the  country,  and  his  conviction  that  the  business  could  be  expanded. 

Mr.  Archer  was  retained  as  treasurer  and  devoted  a  few  hours  one 
day  a  week  to  the  affairs  of  the  Stratford  company. 

Mr.  Brooks  appointed  Mr.  Archer  and  Mrs.  Thornton  W.  Brooks  to 
the  board  of  directors.  The  board  fulfilled  legal  requirements  but  was 
not  utilized  in  the  management  of  the  company. 

In  1947  the  following  passage  appeared  in  a  trade  publication: 

The  change  of  management  has  brought  little  change  to  the  store,  and 
Mr.  Brooks  says  that  he  does  not  plan  to  alter  the  store's  long-established  prac- 
tices. The  present  Stratford's  is  a  pleasant,  businesslike  place  near  the  financial 
and  insurance  district  of  Philadelphia.  It  has  a  wide  front  with  four  windows  on 
Locust  Street,  two  doors  from  the  corner  of  16th  Street.  It  runs  through  one  of 
the  irregular  blocks  so  that  back  windows  face  on  16th  Street.  Inside  the  store, 
which  occupies  a  wide  square,  high-ceilinged  room,  most  of  the  stock  is  arranged 
on  oak  shelves  or  on  tables.  The  tables,  placed  in  long  rows,  form  three  main 
aisles.  The  books  are  displayed  in  categories,  and  a  flag  on  each  table  calls  atten- 
tion to  the  subject  matter.  Old  photographs  show  that  this  is  a  device  the  store 
has  used  almost  since  it  came  into  existence.  At  the  front  of  the  store  there  are 
a  few  modern  flat  display  units  carrying  juveniles  and  pocket  books,  but  the 
general  atmosphere  is  still  rather  Victorian. 

English  imports  are  still  carried  whenever  they  can  be  obtained  and  together 
with  old  books  and  fine  bindings  are  prominently  displayed  near  the  front  of 
the  store.  The  old  and  rare  book  department  is  presided  over  by  Mr.  C.  S.  Fraser, 
who  has  been  with  the  firm  for  31  years.  Sales  to  libraries  are  directed  by 
Mr.  C.  R.  Miller,  who  also  sells  in  the  new  book  section.  Mr.  E.  S.  Merrill,  the 
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firm's  oldest  employee  (33  years  of  service),  is  in  general  charge  of  current 
books.  The  juvenile  department  is  under  Mrs.  Johnson,  who  also  handles  the 
rental  library.  Mr.  Winder,  who  has  been  with  Stratford's  for  over  30  years, 
remains  as  office  manager.4 

Exhibit  7 

Stratford  Company,  Inc. 

Organization  Chart 

BOARD  OF  DIRECTORS 

T.W.  BROOKS 
E.E.ARCHER** 
MRS.  BROOKS 

I 

PRESIDENT  AND  GENERAL  MANAGER 

T.W.BROOKS 


OUTSIDE  SALESMAN 

P.L.THOMPSON 


ASSISTANT  MANAGER 

(OLD  BOOKS) 
C.S.  FRASER* 


TREASURER 

E.E.ARCHER** 


ASSISTANT  MANAGER 

(NEW  BOOKS) 
E.S.MERRILL* 


OFFICE  MANAGER 

J.W  WINDER* 


SHIPPING  AND 
RECEIVING 

L.  STRATFORD* 


TWO 
SHIPPING  CLERKS 


TWO 
OFFICE  GIRLS 


ADVERTISING 
DEPARTMENT 

MISS  REEVES 


THREE 
SALES  CLERKS 


PUBLIC  LIBRARIES 
AND  SALES 

C.R.MILLER** 


LENDING  LIBRARY 
AND  JUVENILES 

MRS.  M.A.JOHNSON** 


*  Over  thirty  years  of  service. 
**  Four  years  of  service. 

Source:  Mr.  Brooks,  who  prepared  the  chart. 


Mr.  Brooks  stated  that,  when  he  took  over  the  store,  he  had  neither 
the  detailed  knowledge  of  books,  particularly  old  books,  nor  the  fa- 
miliarity with  trade  practices  which  Messrs.  Fraser,  Merrill,  and  Winder 
had  acquired  through  the  years.  Consequently,  the  free  rein  extended 
to  these  men  by  Mr.  Archer  was  continued,  although  Mr.  Brooks  was 

4  Reprinted  by  permission  from  source. 
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consulted  on  large  purchases  and  on  all  matters  of  policy.  He  made  it 
a  practice  never  to  interfere  with  the  responsibilities  of  the  assistant 
managers.  Although  his  office  was  open  to  all,  Mr.  Brooks  encouraged 
the  general  employees  to  deal  with  the  assistant  managers  rather  than 
with  him  on  all  matters  relating  to  their  departments.  Exhibit  7  is  a 
chart  of  the  organization  as  Mr.  Brooks  saw  it  in  1948. 

Assistant  manager  Fraser  had  complete  charge  of  the  old  book  de- 
partment. His  duties  included  purchasing,  pricing,  and  selling  all  old 
books.  He  stated  that  during  the  war  the  company  could  sell  any  book 
it  could  get  and  that,  since  the  war,  this  was  still  true  of  some  types  of 
books.  The  devastation  of  war  in  England  plus  high  prices  demanded 
had  dried  up  the  principal  source.  Mr.  Fraser  stated  it  was  not  now 
profitable  to  send  a  man  to  England,  although  he  himself  might  go  at 
some  future  date.  A  few  cases  of  books  were  being  received  from  an 
agent;  but  this  was  unsatisfactory  because  little  supervision  could  be 
exercised  over  his  selection,  and  consecutive  shipments  of  old  books 
often  revealed  many  duplications.  Because  of  the  paper  shortage,  the 
selection  of  English  remainders  available  had  deteriorated  in  both  qual- 
ity and  range  of  subject  matter. 

As  an  alternative  source,  the  company  began  to  compete  more  ac- 
tively than  formerly  with  auction  firms  in  the  purchase  of  private  libra- 
ries, and  Mr.  Brooks  felt  satisfied  with  the  company's  efforts.  In  1947 
a  library  purchased  for  S5,000  had  sold  for  $9,000,  $7,000  being 
realized  the  first  day  catalogues  and  telephone  calls  had  publicized  the 
sale.  Mr.  Fraser  attributed  success  in  acquiring  several  libraries  in  1947 
to  luck  and  to  the  fact  that  he  submitted  a  bid  itemizing  the  individual 
prices  of  all  valuable  books  or  groups  of  books.  He  felt  that  this  form 
of  bidding  pleased  the  owners  of  the  libraries  and  also  resulted  in  a 
higher  total  price  than  was  usually  bid  by  auction  firms.  These  firms 
merely  counted  the  books,  roughly  estimated  an  average  price,  and  sub- 
mitted a  lump-sum  bid.  Bid  prices  were  submitted  by  Mr.  Fraser  at 
roughly  50%  of  the  price  he  expected  the  books  to  bring.  Although  to 
move  an  estimated  one-fifth  of  these  books  markdowns  had  to  be  made, 
Mr.  Fraser  stated  that  such  sales  were  usually  above  cost  price. 

Mr.  Brooks  shared  Mr.  Fraser's  interest  in  stimulating  sales  of  fine 
morocco  and  calf  leather  bindings.  This  was  a  result  of  his  belief  in  the 
expansibility  of  the  market  for  old  books  generally.  Stocks  of  fine 
bindings  had  been  improved  in  1947  and  1948  until,  according  to 
Mr.  Fraser,  the  company  had  one  of  the  best  collections  of  these  books 
in  the  entire  country.  Prior  to  1939  Mr.  Stratford  had  purchased  and 
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had  bound  in  England  the  majority  of  such  books.  After  his  death 
Mr.  Fraser  selected  the  titles  to  be  bound,  and  the  binding  was  done 
by  an  American  firm.  Loyalty  to  this  one  supplier  during  a  period  of 
rising  binding  costs  and  prices  had  brought  concessions  in  price  and 
special  delivery  advantages  during  1948,  according  to  Mr.  Fraser. 

Besides  old  editions,  Mr.  Fraser  also  bound  copies  of  current  books 
which  he  believed  would  have  a  continuing  market  and  would  be 
desired  as  permanent  additions  to  libraries.  He  considered  Churchill's 
war  memoirs,  retailing  at  $6.00  per  volume,  in  this  class.  Fully  bound 
in  morocco,  such  volumes  sold  for  $25  apiece,  or  in  three-fourths 
morocco,  for  from  $12  to  $15.  Most  sales  of  fine  bindings  were  of  the 
latter  type. 

Mr.  Fraser  stated  that  the  market  for  rare  books — especially  extra 
illustrated,  edge  illustrated,  and  first  editions — had  practically  disap- 
peared. He  still  carried  a  few  which  served  as  prestige  factors  and  as 
sales  helps  more  than  as  direct  sources  of  sales.  Some  such  books,  which 
sold  in  1931  and  1932  for  more  than  $50,  sold  in  1948  for  from  $5 
to  $10. 

Mr.  Fraser  did  much  of  the  selling  of  old  books  himself,  aided  by 
Mr.  Merrill.  Although  he  was  not  an  avid  reader,  Mr.  Fraser  had  a 
reputation  for  knowing  something  about  practically  every  book,  old  or 
new,  in  the  store.  He  followed  published  prices  of  old  books  sold  at 
auction  and  studied  reported  conditions  and  editions  so  that  he  had  a 
vast  store  of  knowledge  of  the  value  of  particular  books  with  which 
he  was  concerned.  He  also  remembered  the  interests  of  perhaps  a 
hundred  old  customers  whom  he  felt  free  to  notify  when  appropriate 
volumes  were  acquired.  A  second  hundred  were  not  so  familiar  to 
Mr.  Fraser  but  were  informed  of  items  of  exceptional  interest.  No  list 
of  such  customers  was  made,  nor  was  any  record  kept  of  notifications, 
although  this  information  was  available  from  the  receivables  records. 
Mr.  Brooks  believed,  however,  that  Mr.  Merrill  and  Mr.  Fraser  each 
communicated  by  telephone  or  card  with  about  three  such  customers 
a  day.  Beginning  in  June,  1948,  a  record  was  kept  of  customers  classi- 
fied by  interest  in  types  of  books.  By  August  of  the  same  year,  no  occa- 
sion had  required  use  of  these  lists. 

Mr.  Brooks  believed  it  more  logical  to  attempt  to  increase  volume 
in  the  old  book  department  than  in  the  new.  Stratford's  generally  priced 
old  books  for  a  relatively  high  turnover  compared  to  some  stores  which 
maintained  higher  prices  believing  the  cost  of  carrying  a  larger  inven- 
tory was  more  than  offset  if  the  right  combination  of  book  and  buyer 
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were  finally  effected.  Mr.  Fraser  stated  that  both  old  and  new  books 
had  to  be  pushed,  since  one  tended  to  support  the  other.  He  was  disap- 
pointed that  young  employees,  selling  primarily  new  books,  evidenced 
little  interest  in  his  old  book  department  and  stated  he  would  like  to 
answer  questions  and  spend  as  much  time  as  necessary  telling  them 
about  old  books.  Few  questions  were  asked,  however.  No  special  in-store 
promotions  had  been  undertaken  in  old  or  new  books  during  1947  and 
1948  except  on  two  occasions:  Stratford's  anniversary  and  a  pre- 
inventory  sale.  For  the  former,  an  engraved  invitation  was  sent  to  old 
customers  encouraging  them  to  visit  the  store  and  examine  special 
values  in  old  and  new  books.  During  these  years,  1947—48,  five  special 
and  nineteen  routine  mail  promotions  were  utilized;  all  but  one  of  them 
were  directed  at  the  new  book  market  (see  Exhibits  4  and  10).  The 
five  special  promotions  were  on  specially  priced  "remainders." 

When  Mr.  Fraser  was  away,  Mr.  Merrill  took  his  place.  Sales  of  old 
books  not  made  by  the  former  were  made  by  Mr.  Merrill.  His  thirty 
years  with  the  firm  had  given  him  a  good  knowledge  of  the  old  books, 
and  he  was  considerably  more  familiar  with  new  publications  than 
Mr.  Fraser.  He  performed  the  same  functions  in  the  new  book  depart- 
ment that  Mr.  Fraser  did  in  the  old.  In  addition  to  selling  the  majority 
of  new  books  and  helping  Mr.  Fraser,  Mr.  Merrill  was  in  charge  of  the 
sales  force,  which  included  Mr.  Miller,  who  sold  to  public  libraries; 
Mrs.  Johnson,  who  was  in  charge  of  the  lending  library;  and  three 
salesclerks.  This  small  force  varied  in  size  with  the  season.  It  was  com- 
posed of  six  people  in  August  of  1948  and  was  expected  to  grow  to 
eight  or  ten  during  November  and  December.  Mr.  Merrill  determined 
the  titles  and  quantities  to  be  purchased  and  decided  which  books  were 
to  be  returned  and  which  were  to  -be  marked  down. 

The  pricing  of  new  books  was  no  problem,  since  all  publishers  set 
minimum  retail  prices  under  the  Miller-Tydings  Act  and  appropriate 
state  legislation.  This  published  minimum  was  established  as  a  maxi- 
mum by  competition.  Remainders,  sold  principally  by  two  large  re- 
mainder houses  in  New  York,  did  not  have  "fair-trade"  prices.  The 
remainder  houses  ordinarily  suggested  to  retailers  a  retail  price  for 
remainders  that  was  roughly  one-quarter  to  one-half  the  price  estab- 
lished before  the  books  became  remainders.  The  price  to  Stratford's 
was  usually  this  suggested  retail  price  less  40^.  Mr.  Merrill  could  alter 
the  suggested  price  but  seldom  did.  Infrequently  he  had  been  able  to 
secure  remainders  from  publishers  at  a  price  lower  than  the  remainder 
houses  would  have  charged.  Publishers  sold  to  these  remainder  houses 
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primarily  because  of  the  latter's  ability  to  purchase  larger  quantities 
than  was  ordinarily  possible  for  retail  stores.  Stratford's  had  a  virtual 
monopoly  on  remainders  among  independent  bookstores  in  the  Phila- 
delphia area.  If  Stratford's  did  not  want  certain  titles,  they  were  usually 
offered  to  department  stores. 

Sales  to  public  libraries  were  usually  of  new  books  at  a  price  25% 
off  retail  list.  Some  firms  gave  a  3  3  %  discount,  and  others  built  up  large 
volume  by  the  sale  of  slightly  used  lending  library  books  at  an  even 
lower  price.  Mr.  Brooks  considered  these  sales  beneficial,  since  little 
extra  cost  was  involved  and  the  store's  reputation  with  libraries  was 
bettered,  as  was  its  prestige  with  publishers  because  of  increased  volume. 

In  1948  Stratford's  cost  on  practically  all  new  books  was  publishers' 
fair-traded  price  less  40%.  Exceptions  occurred  in  the  case  of  texts  and 
technical  books  on  which  discounts  ranged  from  20%  to  30%  of  retail 
price.  The  department  handling  these  books  had  been  installed  in  1947 
and  was  supervised  by  Mr.  Merrill.  Approximately  3%  of  Stratford's 
sales  were  in  this  category.  Additional  discounts  of  1%  to  3%  were 
generally  given  on  all  books  for  quantity  purchases.  Discount  schedules 
varied  among  publishers.  Ordinarily,  such  discounts  meant  little  to 
Stratford's,  since  purchases  were  seldom  large  enough  to  obtain  an 
added  1  %.  Of  more  concern  was  the  action  of  many  publishers  in  1948 
reducing  the  normal  2  %  cash  discount  to  1  %  or  discontinuing  it  en- 
tirely. 

One  firm,  which  had  granted  special  90-day  credit  to  Stratford's  and 
to  two  other  firms  in  the  United  States,  had  informed  Mr.  Brooks  that 
beginning  in  January  of  1948  the  regular  30-day  payment  period  would 
be  required  of  all  three  firms. 

In  1948  most  publishers  began  to  limit  returns  of  unsold  books. 
For  many  years  it  had  been  possible  to  return  unsold  books  for  full 
credit,  and  this  was  still  true  of  technical  books  and  textbooks.  In  1948, 
however,  Mr.  Brooks  believed  abuse  of  this  privilege,  primarily  by 
"irresponsible  stores,"  was  the  major  factor  causing  its  withdrawal.  He 
also  believed  publishers'  expenses  were  climbing  rapidly,  although  they 
were  making  every  effort  to  reduce  costs.  A  number  of  publishers  still 
granted  full  credit  on  returned  books.  Acceptance  was  being  gained, 
however,  for  a  proposal  backed  by  the  American  Booksellers  Associa- 
tion providing  for  return  of  books  for  credit  at  90%  of  purchase  price 
if  the  return  was  made  between  the  third  and -twelfth  month  after 
purchase. 

This  limitation  on  the  privilege  of  returning  books  had  caused 
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Mr.  Merrill  to  tighten  his  purchasing  policies.  The  full  implications  of 
the  change  were  not  yet  clear,  however.  Stratford's  anticipated  no 
serious  problem,  since  Mr.  Merrill  seldom  purchased  large  numbers  of 
any  single  title  unless  protected;  and  had  usually  marked  down,  by 
50%  if  necessary,  the  few  remaining  copies  of  any  title  which  was  not 
selling,  rather  than  incur  the  ill  will  of  the  publishers  by  sending  them 
back.  No  record  was  kept  of  the  total  number  of  books  so  reduced  in 
price  or  of  the  effect  of  these  markdowns  on  gross  profit,  nor  was  a 
record  kept  of  the  effect  of  the  10%  charge  on  books  returned. 

The  rate  at  which  any  title  was  selling  could  be  determined  by 
checking  the  number  of  volumes  in  stock  and  on  the  sales  floor  against 
the  purchase  order.  Generally  in  determining  markdowns  or  reorder 
quantities,  the  knowledge  of  Mr.  Merrill  and  Mr.  Fraser,  gained  from 
observing  general  store  activity,  and  a  visual  check  of  storeroom  shelves 
was  used.  No  perpetual  inventory  by  title  or  by  classification  was  kept. 
Records  of  turnover  by  classifications  were  considered  not  very  useful, 
since  the  old  book  categories,  especially,  fluctuated  tremendously  in  fre- 
quency of  sales  and  purchases  from  year  to  year. 

PERSONNEL 

Mr.  Winder,  office  manager,  with  the  help  of  two  clerks  took  care  of 
credit  and  office  routine.  The  greatest  benefit  from  his  thirty  years'  ex- 
perience was  derived  from  his  knowledge  of  customers,  which  facilitated 
personal  selling  by  clerks  not  yet  acquainted  with  all  the  old  customers. 

Mr.  Lawrence  Stratford  had  also  been  with  the  company  over  thirty 
years.  He  was  responsible  for  shipping  and  receiving.  Two  men  worked 
under  him.  Although  nominally  responsible  to  Mr.  Brooks,  Mr.  Strat- 
ford dealt  mostly  with  the  salespeople  for  whom  he  prepared  shipping 
forms  and  handled  both  incoming  and  outgoing  shipments. 

Ever  since  he  acquired  the  company,  Mr.  Brooks  had  been  concerned 
about  the  lack  of  experience  of  most  of  the  sales  and  office  force  com- 
pared with  the  experience  of  the  four  men  just  referred  to.  Mr.  Miller, 
a  man  about  forty-five  years  of  age,  had  been  with  the  firm  only  a  few 
years  and  was  not  exposed  to  any  great  degree  to  general  selling,  being 
engaged  primarily  in  developing  trade  with  public  libraries.  Mrs.  John- 
son had  for  four  years  been  in  charge  of  the  lending  library  and  the 
sale  of  juvenile  books.  She  was  considered  very  competent  in  the  lending 
library  job  but  was  not,  in  Mr.  Brooks's  judgment,  aggressive  enough 
for  selling  juveniles.  He  was  not  satisfied  with  the  results  of  this  latter 
department.  Mr.  Mansen,  a  salesman  about  thirty-one  years  old,  showed 
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Exhibit  8 


Stratford  Company,  Inc. 

Profit-Sharing  Expense  for  Year  Ending  March  31,  1946 


Employee 

Years  of 

Total 

Amount  in 

Service 

Compensation* 

Profit-Sharing  Plan 

E.  S.  Merrill**  

32 

$  3,500 

$515 

C.  S.  Fraser**  

30 

3,500 

515 

T   W  WinrW** 

3,4_>U 

E.  E.  Archer**  

8 

3,300 

495 

J.  Mansen**  

5 

2,650 

396 

C.  R.  Miller**  

4 

2,270 

332 

A.  C.  Walter  

1 

1,750 

259 

R.  W.  Wilson  

3 

1,560 

229 

B.  F.  Mills  

6 

1,520 

223 

M.  H.  Hardie**  

4 

1,425 

209 

M.  A.  Johnson**  

4 

1,340 

197 

M.  P.  Poorman  

14 

1,315 

193 

R.  McKay  

1 

965 

144 

D.  F.  Clark  

2 

220 

32 

A.  T.  Simmons  

0 

40 



Not 

L.  G.  Sills  

0 

800 

eligible 

M.  T.  Emmett  

0  part  time 

640 

J.  L.  Morse  

0 

1,450 

G  A  Tyler 

o 

W.  B.  Woolsey  

0 

435 

M.  F.  Demming  

0 

595 

K.  T.  Drew  

0 

200 

E.  K.  Larson  

0 

175 

A.  E.  Yates  

0  part  time 

140 

R.  H.  Smith  

0 

175 

L.  V.  Horton  

0 

80 

A.  H.  Town  

0 

475 

W.  F.  Skiller  

0 

115 

M.  F.  Garnet  

0 

83 

L.  Stratford**  

29 

2,230 

$34,728 

$4,245 

*  Bonuses  were  paid  to  all  at  Christmastime  (nominal  sum)  and  to  selected  employees  at  the 
end  of  the  fiscal  year  (sometimes  as  much  as  10%  of  salary). 
**  Still  employed  in  1948. 
Source:  Company  records. 


promise.  He  had  been  with  Stratford's  for  five  years  and  showed  con- 
siderable interest  in  books,  devoting  himself  to  the  care  of  stock  and 
sales  in  the  new  book  department.  None  of  the  other  employees  with 
the  exception  of  two  shipping  clerks  had  been  with  the  company  for  as 
long  as  a  year. 

In  an  attempt  to  transfer  some  of  the  knowledge  of  the  assistant 
managers  to  the  newer  employees  and  to  develop  an  informed  sales 
group,  Mr.  Brooks  inaugurated  sales  meetings  early  in  1947.  One  of  the 
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saleswomen  prepared  reviews,  and  new  books  and  selling  techniques 
were  discussed.  These  meetings  met  with  a  rather  cool  reception;  some 
employees  considered  them  a  waste  of  time.  Mr.  Brooks  felt  it  pre- 
sumptuous to  insist  on  their  continuance  in  the  face  of  the  disinterest  of 
his  more  experienced  associates,  and  so  the  meetings  were  discontinued. 

Mr.  Brooks  stated  that  providing  added  personnel  for  the  seasonal 
peaks  was  no  problem,  since  married  women  desiring  short  periods  of 
employment  were  available,  but  securing  a  satisfactory  permanent  staff 
was  a  major  problem.  He  added  that  he  was  troubled  by  the  inability 
of  the  book  business  to  attract  the  type  of  salesman  really  needed. 
Salaries  throughout  the  industry  were  low,  and  booksellers  depended 
to  a  great  extent  upon  the  lure  of  books  to  provide  partial  compensa- 
tion. Mr.  Brooks  felt  his  older  employees  were  worth  more  than  they 
received.  In  addition  to  their  salaries,  they  received  compensation  under 
a  profit-sharing  plan  established  by  Mr.  Archer  in  1943  (see  Exhibit  8 ) . 
Under  this  plan  an  annuity  fund  was  built  up  for  each  employee  having 
over  one  year's  service  with  Stratford's.  The  company  made  annual 
deposits  into  the  fund  equal  to  25%  of  net  profits  before  taxes,  a  part 
of  which  was  credited  to  each  employee  according  to  his  proportional 
share  of  the  total  payroll.  This  25%  was  deducted  for  tax  purposes  by 
the  company.  The  funds  were  managed  by  a  trustee.  Each  employee 
received  certain  benefits  from  the  fund  upon  retiring  or  withdrawing 
from  the  company. 

Despite  this  possible  added  compensation,  employee  turnover  re- 
mained high.  Between  January  and  August  of  1948,  five  employees  left 
Stratford's.  One  salesclerk  had  been  fired.  A  salesclerk  and  an  office 
clerk  had  left,  and  Mr.  Brooks  felt  no  great  loss  at  their  leaving.  An 
outside  salesman  and  a  secretary,,  both  of  whom  Mr.  Brooks  was  sorry 
to  lose,  also  quit — the  first  to  return  to  school,  and  the  second  to  seek 
employment  where  advancement  was  more  rapid.  Mr.  Brooks  was 
sorry  he  could  not  offer  her  the  money  or  future  which  would  have 
induced  her  to  remain. 

Mr.  Brooks  hired  and  fired  all  employees.  Although  the  assistant 
managers  were  disinclined  to  have  anything  to  do  with  this  phase  of  the 
business,  they  were  consulted  before  any  changes  were  made. 

"Securing  satisfactory  help  from  agencies  has  proved  unsuccessful," 
Mr.  Brooks  stated,  "I  have  obtained  better  results  by  advertising  in 
newspapers." 

In  December  of  1947  Mr.  Brooks  kept  a  record  of  sales  by  sales- 
person (see  Exhibit  9).  This  caused  some  resentment,  particularly 
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among  the  old  employees,  and  Mr.  Brooks  never  attempted  it  again 
openly,  although  he  continued  to  check  these  sales  periodically  for  his 
own  benefit. 

ADVERTISING  AND  SALES  PROMOTION 

Advertising  and  most  sales  promotion  activities  were  under  the  per- 
sonal direction  of  Mr.  Brooks.  He  stated  that  Stratford's  had  a  reputa- 
tion for  doing  more  advertising  than  any  other  independent  book  firm 
in  the  area.  Originally  about  two-thirds  of  the  expenditure  was  for 
general  advertising,  while  one-third  was  used  for  catalogues  and  re- 
views. During  the  1930's,  reviews  and  catalogues  (of  a  type  listing  all 
old  books  in  stock)  were  discontinued  because  they  were  unprofitable. 
By  1948,  two-thirds  of  the  expenditure  was  used  for  direct-mail  and 
one-third  for  general  (newspapers  and  programs  of  social  events)  ad- 
vertising. 

Mr.  Archer  stated:  "Successful  newspaper  advertising  for  us  passed 
away  with  the  death  of  the  old  Philadelphia  Ledger.  No  blue-blooded 
Philadelphian  would  go  to  bed  at  night  without  reading  that  paper 
from  cover  to  cover.  An  advertisement  placed  in  it  brought  so  many 
people  the  following  morning  you  couldn't  get  through  to  open  the 
store."  After  the  financial  collapse  of  the  Ledger  in  1942,  Mr.  Archer 
stated,  he  had  been  unable  to  obtain  satisfactory  response  from  news- 
paper ads. 

Exhibit  10  shows  the  results  of  two  newspaper  insertions  made  by 
Mr.  Brooks.  The  insertion  appeared  in  the  Sunday  Bulletin  in  early 
March,  1948.  This  paper  had  the  largest  Sunday  circulation  in  Phila- 
delphia. The  Sunday  Inquirer  carried  the  same  insertion  later  in  March. 
Fewer  people  read  the  Sunday  Inquirer,  but  the  readers  were  a  better- 
educated,  higher-income  group.  A  third  paper  serving  a  high-income, 
well-educated  group  had  not  yet  been  tried  by  Mr.  Brooks. 

Although  Mr.  Brooks  had  never  tried  to  determine  the  complete 
cost,  he  considered  these  ads  satisfactory.  He  stated  that  he  hesitated  to 
repeat  more  than  two  or  three  times  a  year,  as  he  did  not  want  cus- 
tomers to  become  sale  and  price  conscious  regarding  books  or  to  identify 
Stratford's  as  a  price-cutting  house.  Response  to  the  newspaper  ads  came 
from  new  customers,  since  Mr.  Brooks  had  sent  circulars  to  his  old 
customers  advertising  the  same  books  several  weeks  prior  to  the  public 
offerings. 

Considerable  attention  was  given  by  Mr.  Brooks  to  mail-order  selling. 
One  girl  was  employed  full  time  preparing  mail-order  lists  and  ad- 
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dressing  circulars.  Names  were  not  solicited  because  Mr.  Brooks  be- 
lieved people  might  resent  being  asked  to  place  their  names  on  a 
mailing  list.  Accounts  receivable  and  delivery  records  of  cash  customers 
furnished  the  sources  of  names.  A  current  list  included  names  from 
purchase  records  for  the  previous  three  years.  In  1948  the  list  contained 
6,000  names.  In  July,  1948,  Mr.  Brooks  divided  the  list  into  active  and 
inactive  groups,  the  former  having  purchased  within  one  year  ( of  July ) . 

Exhibit  10 


Stratford  Company,  Inc. 

Results  of  Newspaper  Advertising  and  Mail-Order  Catalogues 


Bulletin  * 
March,  1948 

Inquirer  * 
March,  1948 

Remainder 
Catalogue! 
(Mail  Order) 
October,  1947 

Sales: 

CouponJ  

Store§  

$243 
365 

$  456 
664 

$  880 

1,320 

Total  sales  

Expenses: 

Cost  of  advertisement  

Postage  

Labor  (one  girl,  two  weeks)  

Envelopes  (5,000  at  $3-50  per  1,000) 

Total  expenses  

Return§  

$608 

$1,120 

$2,200 

$290 

$  285 

$  90 
50 
17 

$290 

$  285 

$  157 

$318 

$  835 

$2,043 

*  Identical  full-page  advertisements.  Bulletin  advertisement  followed  book  section.  Inquirer 
advertisement  faced  radio  page.  Average  price  of  books  advertised,  approximately  $1.40. 
t  All  books  in  catalogue  sold  for  $1.00. 

%  Both  newspaper  advertisements  and  catalogues  included  return  coupons,  which,  when  mailed 
in,  constituted  an  order  for  designated  titles. 

§  Estimated.  Based  on  assumption  that  40%  of  total  results  would  come  through  coupons  and 
60%  from  sales  floor  due  to  advertisement  but  without  recourse  to  coupons.  No  attempt  was  made 
to  verify  the  60%. 

Source:  Company  records  and  estimates  made  by  Mr.  Brooks. 

Approximately  27%  was  active,  and  all  repeat  customers  were  within 
this  group  with  the  exception  of  a  few  who  had  died.  Catalogue  mail- 
ings went  to  at  least  5,000  of  the  6,000  names,  and  usually  to  the  entire 
6,000.  A  library  list  of  about  375  names  was  maintained,  although 
eight  or  ten  libraries  purchased  over  50%  of  the  books  sold  to  this 
group. 

Catalogues  listed  almost  exclusively  new  books — remainders  or  re- 
prints and  publishers'  editions.  Exhibit  10  shows  the  results  of  one  of 
four  such  selling  attempts.  Two  others  proved  less  successful,  and  a 
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fourth,  listing  cookbooks,  had  not  been  successful.  The  only  sales  pro- 
motion for  fine  bindings  was  also  in  the  form  of  a  small  catalogue 
issued  at  Christmastime,  1947,  although  circularizing  of  schools  and  in- 
stitutions which  might  use  such  books  as  gifts  had  been  done  twice  in 
fiscal  1948. 

Each  month  except  July  and  August  a  packet  of  publishers'  brochures, 
furnished  free  for  this  purpose,  was  sent  to  6,000  people.  The  total  list 
was  thus  covered  every  month.  A  record  was  kept  by  title  of  resulting 
coupon  sales.  Little  was  done  during  the  summer  because  Mr.  Brooks 
stated  that  vacation  addresses  disrupted  the  mailing  list,  making  summer 
direct-mail  returns  poor.  This  opinion,  he  said,  was  generally  held  in 
the  trade. 

Mr.  Brooks  had  never  computed  the  total  cost  of  catalogue  mail-order 
selling,  although  he  estimated  roughly  the  cost  as  shown  in  Exhibit  10. 
He  stated  that,  if  total  coupon  returns  amounted  to  twice  postage  costs, 
the  mail  promotion  was  considered  successful,  and  no  further  costing 
was  done.  Mr.  Brooks  considered  this  adequate  because  he  believed 
many  people  came  into  the  store  to  buy  instead  of  sending  the  coupon 
(60%  estimated  in  Exhibit  10). 

A  major  reason  given  by  Mr.  Archer  for  moving  the  store  in  1936 
had  been  the  importance  of  the  men's  trade.  Until  the  summer  of  1948, 
no  concerted  effort  had  been  made  to  develop  this  phase  of  the  business. 
In  July,  1948,  Mr.  Brooks  hired  a  young  man  whom  he  planned  to 
utilize  to  solicit  business  from  firms  having  offices  in  downtown  Phila- 
delphia in  an  endeavor  to  sell  such  firms  a  library  of  books  on  business. 
This  man  quit  in  August,  however,  before  the  plan  could  be  put  into 
effect.  By  the  first  of  September,  Mr.  Brooks  had  replaced  him  with  a 
young  minister  from  a  small  suburban  church  whose  full  time  was  not 
needed  for  his  church  duties.  This  man  had  had  some  experience  selling 
securities  for  an  investment  house  before  he  was  ordained,  and 
Mr.  Brooks  believed  he  had  the  background  and  aggressiveness  neces- 
sary for  the  selling  job. 

Early  in  1947  Mr.  Brooks  concluded  that  considerable  sales  promo- 
tion was  possible  through  the  utilization  of  better  window  displays. 
Discussions  with  the  assistant  managers  resulted  in  their  acquiescence, 
and  a  professional  window  dresser  was  hired.  His  displays  were  consid- 
ered gaudy  and  out  of  taste  by  Mr.  Fraser  and  Mr.  Merrill;  so  the 
window  dresser  was  eliminated.  Subsequently  Mr.  Merrill  continued  to 
care  for  three  front  windows.  He  featured  new  books  (mostly  pub- 
lishers' editions — some  reprints  and  remainders ) .  Mr.  Fraser,  as  before, 
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dressed  one  front  window,  usually  featuring  old  books  or  sets  of  books. 
Mrs.  Johnson  was  in  charge  of  the  four  new  windows  at  the  rear  of 
the  store.  Two  displayed  juvenile  books,  and  two  showed  used  lending 
library  books. 

All  displays  were  changed  every  week  or  ten  days  and  consisted 
mostly  of  books  arranged  in  various  patterns.  Some  posters  or  large 
cardboard  facsimiles  of  current  editions  were  used  at  times,  and  an 
attempt  was  made  to  include  books  relating  to  matters  of  current  in- 
terest. Changes  of  display  varied  from  a  change  in  arrangement  to  a 
substitution  of  books.  The  length  of  time  a  given  title  was  displayed 
depended  on  public  response,  as  gauged  by  the  general  observations  of 
the  assistant  managers.  Some  windows  displayed  ten  or  fifteen  copies 
of  a  single  title;  others  displayed  a  heterogeneous  group. 

Most  of  the  store's  interior  was  visible  from  the  street  over  the  back 
of  the  displays.  Three  large  racks  of  pocket  books  placed  on  the  sales 
floor  facing  the  windows  partially  blocked  this  view,  however,  and  were 
close  enough  to  become  a  part  of  the  display.  No  check  had  ever  been 
made  to  determine  statistically  the  specific  effects  of  the  window  dis- 
plays. 

Mr.  Brooks  believed  that  some  changes  in  the  interior  of  the  store 
would  produce  more  sales.  He  thought  any  renovation,  however,  should 
be  paid  for  out  of  earnings;  and  up  to  1948,  earnings  had  been  meager. 
Mr.  Brooks  had  moved  the  offices  from  the  back  to  the  side  of  the  store, 
thus  creating  a  lighter  interior  and  providing  display  windows  and  an 
entrance  on  a  second  street.  Mr.  Brooks  thought  that  the  profitability 
of  the  lending  library  was  secondary  to  its  function  as  a  customer  at- 
tractor  so  he  increased  its  allotted  space  to  about  7/2%  of  the  selling 
area.  He  also  encouraged  Mrs.  Johnson  to  increase  the  number  of  vol- 
umes. Books  were  kept  in  circulation  for  about  two  months,  after  which 
they  were  definitely  "used"  and  were  sold  as  such  at  prices  ranging 
from  40%  off  list  to  25  cents  if  very  worn  or  old.  A  record  of  income 
from  sales  and  rentals  was  kept  ( see  Exhibit  6 ) .  As  long  as  shelves  did 
not  show  an  accumulation  of  books  not  in  circulation,  Mr.  Brooks  was 
satisfied  with  the  library  inventory. 

In  addition  to  lack  of  earnings,  another  reason  for  not  remodeling 
the  interior  of  the  store  was  a  belief  which  had  gradually  become  ac- 
cepted by  Mr.  Brooks  that  radical  changes  would  alienate  not  only  old 
customers  but  also  old  employees.  For  instance,  Mr.  Merrill  did  not 
accept  the  views  of  some  store  managers  and  writers  of  articles  in  trade 
publications  who  claimed  tables  and  shelves  were  obsolete.  He  believed 
people  liked  to  see  books  on  shelves,  just  as  they  would  at  home.  He 
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felt  that  the  modern  stores  with  indirect  lighting,  subdued  colors,  easy 
chairs,  and  functional  displays  were  "cold"  compared  with  the  old-style 
bookstore  with  its  shelves  and  tables  stacked  with  old  and  new  books. 
When,  to  replace  some  of  the  oak  tables,  Mr.  Brooks  had  purchased 
several  display  units  designed  to  show  the  flat  sides  of  the  books,  dislike 
for  these  units  was  expressed  by  the  assistant  managers  on  the  ground 
that  ledges  were  wide  enough  for  only  one  book  and  that  when  that 
book  was  sold,  it  had  to  be  replaced  immediately  in  order  to  avoid  an 
unsightly  gap  and  to  have  the  title  again  available.  "I  didn't  force  them 
to  use  these  units,"  said  Mr.  Brooks.  "It  is  more  important  to  keep  my 
managers  happy."  Consequently,  these  units  were  used  to  display  juve- 
niles, where,  Mr.  Brooks  stated,  a  full  view  of  the  jacket  of  the  book 
was  more  important.  He  added  that  Mrs.  Johnson  was  well  pleased 
with  results  thus  obtained. 

In  addition  to  his  activities  in  advertising  and  mail-order  matters, 
areas  wherein  he  had  more  experience  and  interest  than  other  members 
of  the  staff,  Mr.  Brooks  performed  several  other  tasks,  some  of  which 
he  found  employees  had  not  been  doing. 

Normally,  upon  arriving  at  his  office,  Mr.  Brooks  personally  exam- 
ined carefully  all  the  mail,  including  bills  and  orders.  "This  helps  me 
keep  abreast  of  things,"  he  explained.  Mr.  Brooks  recorded  publishers 
reports  which  supplied  new  information  regarding  books  for  which 
orders  had  been  placed.  From  two  to  twenty  items  of  this  type  appeared 
each  day.  He  checked  periodically  special  orders  against  information 
from  publishers  to  see  whether  customers  should  be  contacted  or  orders 
canceled.  He  also  checked  the  shelves  of  books  to  be  called  for  to  deter- 
mine those  which  were  evidently  not  going  to  be  picked  up  and  could 
be  replaced  in  stock.  This  was  necessary,  according  to  Mr.  Brooks,  to 
alert  the  salespeople  on  the  importance  of  constant  attention  to  detail. 
He  also  found  that  changes  in  customers'  addresses  tended  to  accumu- 
late on  the  mail-order  clerk's  desk.  This  interfered  with  accurate  billing 
and  decreased  the  effectiveness  of  the  mailing  list.  To  correct  these 
matters,  Mr.  Brooks  received  these  changes  daily;  and  he  himself  pulled 
stencils  and  cards  from  the  files  in  the  basement,  made  necessary  cor- 
rections, and  passed  them  along  to  be  typed. 

Mr.  Brooks  sometimes  conferred  with  Mr.  Fraser  or  Mr.  Merrill  for 
an  hour  or  two  and,  less  often,  with  Mrs.  Johnson  or  Mr.  Miller.  To- 
gether with  Mr.  Merrill,  he  selected  titles  to  be  the  subjects  of  promo- 
tions. He  designed  the  layouts  for  all  advertising  and  wrote  most  of 
the  copy. 

Mr.  Brooks  carefully  studied  conditions  pertaining  to  all  large  pur- 
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chases  and  further  stated:  "I  interest  myself  with  any  purchase  which 
has  an  advertising  connection,  such  as  billheads,  labels,  and  the  like." 
Stratford's  had  used  many  different  types  and  designs  of  stationery  and 
packaging,  and  Mr.  Brooks  wanted  to  establish  a  style  which  would 
serve  as  a  trade-mark. 

Mr.  Brooks's  most  used  report  was  a  daily  and  weekly  record  of  sales, 
which  he  compared  with  sales  of  the  previous  year.  Periodically,  other 
reports,  such  as  the  monthly  profit  and  loss  statements,  sources  of  in- 
come, sales  by  line,  or  results  of  direct  mail  by  title,  were  examined. 
He  read  the  Publisher's  Weekly,  other  trade  publications,  and  the 
jackets  of  new  books — scanning  the  contents  of  the  more  interesting 
ones. 

Mr.  Brooks  spent  some  time  in  the  field  with  customers,  such  as 
libraries  and  business  firms.  He  occasionally  had  lunch  with  the  owners 
and  managers  of  three  other  well-known  bookstores  in  the  Philadelphia 
area. 

Mr.  Brooks  believed  that  his  chief  competition  came  from  those  stores 
which  had  been  in  business  in  Philadelphia  as  long  as  Stratford's.  One 
sold  only  old  and  rare  books,  in  which  field  it  was  the  best  known  of 
any  of  the  Philadelphia  stores.  A  second  operated  two  branches  in  Phila- 
delphia outskirts  in  addition  to  a  main  store  in  downtown  Philadelphia. 
Its  assets  were  approximately  twice  as  large  as  Stratford's.  The  third 
store,  located  about  four  blocks  away  on  Market  Street,  was  very  similar 
in  size  and  type  to  Stratford's.  Besides  these  larger  stores,  there  were 
approximately  90  smaller  bookstores  throughout  the  area;  one  chain 
operating  20  branches  in  suburban  Philadelphia,  and  four  large  depart- 
ment stores  maintaining  well-developed  new  book  departments  and 
handling  book-club  subscriptions  and  lending  libraries.  Of  the  smaller 
stores,  approximately  30%  were  specialists,  selling  mostly  religious  and 
technical  books;  12%  gave  about  equal  emphasis  to  other  merchandise 
such  as  phonograph  records  and  magazines;  and  52%  were  general 
bookstores,  dealing  in  old  and  new  books. 

Despite  Mr.  Stratford,  Jr.'s  attempt,  generated  by  personal  interest, 
to  make  a  specialty  of  sea  and  yachting  books  and  emphasis  on  fine 
bindings  and  standard  sets,  Stratford's  was  not  regarded  as  a  specialized 
store.  Rather  it  had  a  reputation  throughout  the  trade  and  with  cus- 
tomers for  having  a  wider  variety  of  books  than  any  store  in  the  area. 
Thus,  Stratford's  directly  or  indirectly  competed  with  over  70%  of  all 
Philadelphia  bookstores. 

As  a  result  of  his  analysis  and  experience,  Mr.  Brooks  came  to  several 
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conclusions  concerning  what  direction  the  company's  activity  should 
take.  These  varied  from  those  which  had  guided  Mr.  Archer.  Divergent 
beliefs  concerning  the  function  of  the  lending  library  have  been  men- 
tioned. Mr.  Archer  was  not  particularly  enthusiastic  about  branch  opera- 
tion. He  believed  a  reasonable  profit  could  be  made  if  sales  remained 
around  $200,000  annually  if  a  tight  control  of  expenses  were  main- 
tained. He  believed  that  the  great  risk  involved  in  investing  an  esti- 
mated $7,000  to  $10,000,  necessary  to  open  a  branch  store,  was  the 
matter  of  choosing  a  location.  This,  he  stated,  was  "just  a  guess  at  the 
start."  He  deemed  it  unwise  to  borrow  for  such  a  venture;  he  considered 
"risk"  financing  the  only  appropriate  method. 

Mr.  Brooks  was  of  the  opinion  that  expenses  could  not  be  reduced 
further  and  that  unless  a  larger  margin  were  allowed,  expanded  sales 
were  necessary.  He  believed  that  greater  profit  and  sales  expansion  pos- 
sibilities were  obtainable  in  old  books  rather  than  in  new  books.  (See 
Exhibit  11  for  1948  gross  profits  by  lines.)  Mr.  Brooks  also  believed 
that  the  company  needed  to  develop  a  young  clientele;  and  for  this 
reason  he  favored  the  opening  of  branches,  which,  he  believed,  would 
avoid  some  of  the  problems  involved  in  catering  to  such  customers  at 
the  old  location.  He  desired  to  do  something  bold  in  the  design  of 
branches.  He  had  considered  opening  a  modern  store  of  colonial  archi- 
tecture embodying  the  latest  innovations  in  design  and  equipment.  A 
location  in  fashionable  Bryn  Mawr  was  investigated,  but  exorbitant 
rents  had  eliminated  this  possibility,  and  so  Mr.  Brooks  was  looking 
for  less  expensive  locations  in  other  suburbs. 

NOTES  ON  THE  BOOK  INDUSTRY 

"Chaotic  as  are  the  methods  of  management  and  control  in  the  pub- 
lishing function  of  list-making,  they  seem  to  be  almost  organized  com- 
pared with  the  conditions  involved  in  the  function  of  selling."5 

The  survey  of  the  book  industry  which  stated  this  conclusion  also 
revealed  that  there  were  a  few  retail  bookstores  with  profits  as  high 
as  1 5  %  as  well  as  some  with  losses  at  abysmal  depths.  Of  all  the  book- 
stores studied,  60%  made  some  apparent  profit  in  the  best  years 
and  40%  lost.6 

During  the  seven  years  after  completion  of  the  survey  many  of  the 
frictions  among  branches  of  the  industry  were  smoothed  out.  Publishers 

5  O.  H.  Cheney,  Economic  Survey  of  the  Book  Industry,  1930-1931  (New  York:  Na- 
tional Association  of  Book  Publishers,  1931),  p.  224. 

6  Ibid.,  p.  290. 
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"fair-traded"  books  and  reduced  price  cutting  to  a  relatively  few  retail 
firms.  Although  cash  and  quantity  discounts  and  terms  differed  for 
individual  publishers,  a  general  40%  off  list  was  adopted  by  the  trade. 
This  percentage  was  higher  than  the  published  discounts  offered  pre- 
viously, but  its  relation  to  actual  discounts  given  could  not  be  deter- 
mined because  of  special  deals  and  services  which  had  prevailed.  Ad- 

Exhibit  12 


Typical  Operating  Ratios  for  Independent  Bookstores,  1931  and  1939 


All  Concerns 

Profitable 
Concerns 

Unprofitable 
Concerns 

Interq 
Range  o 

Lower 
Limit 

jartile 
f  Profit- 

Upper 
Limit 

1931  * 

1939  f 

1931  * 

1939  f 

1931  * 

1939  t 

1939  f 

1939  f 

Net  sales  

Cost  of  sales  

Gross  margin  

Expenses: 
Salaries — Owners 

and  office . . 

All  others . 

Rent  

Advertising  

All  other  expenses .  .  . 

Total  expenses ..  . . 

Profit  

100.0% 
65.2 

100.0% 
64.5 

100.0% 
65.2 

100.0% 
63.1 

100.0% 
65.2 

100.0% 
67.1 

100.0% 

73.9 

100.0% 
53.6 

34.8% 

35.4% 

34.8% 

36.9% 

34.8% 

32.9% 

26.1% 

46.4% 

18.3% 
8.5 
1.7 
5.0 

9-7% 
10.2, 
6.2 
1.0 
7.7 

16.5% 
6.3 
2.4 
4.1 

10-4% 
9.4 
5.7 
1.0 
6.9 

21.0% 
11.0 

1.0 
6.3 

9-2% 
11.7 
6.2 
1.2 

7.8 

6-7% 

4.9 

3.2 

0.8 

4.2 

H.9% 
12.1 

7.4 

1.7 

9.7 

33-5% 

34.8% 

29.3% 

33.4% 

39.3% 



36.1% 

24.9% 

37.1% 

1-3% 

0.6% 

5-5% 

3-5% 

(  4.5%) 

C  3.2%) 

1-2% 

9-3% 

-  1 

*  Average  gross  margin  for  1931  for  all  concerns  was  used  for  profitable  and  unprofitable  concerns.  Rent  figures 
for  1939  and  1931  were  not  comparable,  since  1931  figures  included  heat  and  light.  This  also  affected  "Other  ex- 
penses." 

t  Differences  in  1939  between  profitable  and  unprofitable  stores  as  a  percentage  of  the  latter  were:  Gross 
margin  +  12.2%,  Operating  expense  —  7.5 %,  Turnover  —  i.3%  in  1939.  Eighteen  per  cent  reported  sales  of  be- 
tween $100,000  and  $300,000.  Median  net  sales  per  store  in  1939  were  $30,500  (an  increase  of  about  47%  over  1936, 
but  approximately  one-half  average  sales  in  1931). 

Source:  1931  figures:  O.  H.  Cheney,  Economic  Survey  of  the  Book  Industry,  1930-1931  (New  York:  National 
Association  of  Book  Publishers,  1931),  p.  291;  1939  figures:  Walter  L.  Mitchell,  Jr.,  Standard  Ratios  for  Retailing 
(New  York:  Dun  &  Bradstreet,  1939),  p.  133. 

vertising  (appropriations  ranging  from  6cc  to  10^c  of  publishers 
return)  grew  more  effective,  and  co-operative  advertising  on  a  50-50 
basis  was  increasingly  offered  by  publishers  to  booksellers.  The  prev- 
alence of  publisher  to  consumer  mail-order  sales  declined;  and  aid,  in 
I  the  forms  of  advice  on  purchasing,  layout,  and  financing  and  even  guar- 
anteeing of  specific  gross  margins,  was  offered  by  some  publishers  to 
new  outlets. 

Although  some  publishers  operated  their  own  retail  outlets  and  thus 
competed  with  the  independent  booksellers  and  department  stores, 
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information  gained  through  such  operations  was  passed  on  to  the  in- 
dependents. Through  the  American  Booksellers'  Association  and  arti- 
cles appearing  in  Publisher's  Weekly,  publishers  offered  suggestions  to 
booksellers;  and  through  the  Association,  members'  composite  orders 
could  be  placed  with  any  or  all  the  major  publishers  in  this  country,  thus 
reducing  ordering  costs. 

Despite  these  efforts  by  publishers,  the  plight  of  booksellers  re- 
mained. In  1939,  45%  of  reporting  booksellers  cited  losses.  The  aver- 
age profit  for  the  industry  in  that  year  was  less  than  1  %  while  that  of 
profitable  stores  was  only  slightly  over  3%.  (Refer  to  Exhibit  12  on  the 
previous  page. ) 

In  1939  book  industry  sales  began  to  increase.  Associated  Merchan- 
dising Corporation,  while  not  covering  the  entire  industry,  provided  a 
reasonable  index,  which  showed  acceleration  through  1945  and  con- 
tinued increase  into  1946.  Transactions  for  the  book  and  magazine  de- 
partment in  the  median  department  store,  according  to  the  A.M.C.,  in- 
creased 2.7%  in  1940  over  1939;  1943  increased  24%  over  1942, 
dollar  sales  showing  a  47.5%  increase.7  Total  dollar  volume  in  1945 
amounted  to  approximately  $5,000,000,000,  or  double  the  1939  vol- 
ume.8 This  increase  in  sales  was  partly  the  result  of  higher  prices  for 
books.  (Books  retailing  in  1939  for  from  $3.00  to  $4.00  sold  in  1948 
for  from  $5.00  to  $6.00.)  Generally  deemed  most  important  in  stimu- 
lating wartime  book  purchases  were  the  absence  of  competing  luxury 
goods,  the  generally  higher  incomes,  the  restricted  activities  ( blackouts, 
gas  rationing),  the  increase  of  books  as  gifts  to  servicemen,  and  the  in- 
creased desire  for  knowledge  of  world  events. 

Dollar  sales  for  the  median  book  department  in  1946  were  only 
1.5%  greater  than  in  1945,  while  1947  sales  revealed  a  decrease  of  2% 
from  the  1946  high.9 

Many  who  regarded  the  1947  decrease  as  evidence  of  the  return  of 
the  book  industry  to  normalcy  regarded  the  war-born  factors,  which  had 
stimulated  sales,  as  artificial  and  short-lived.  Forty-four  per  cent  of  book- 
sellers held  this  opinion. 

During  the  first  quarter  of  1948,  dollar  sales  in  independent  retail 
bookstores  in  cities  over  100,000  showed  a  13%  decrease  over  the  same 

7  "Profit  and  Transactions  Drop  in  Book  Sales  Disturbs  A.M.C.  Executives,"  Pub- 
lishers' Weekly,  Vol.  CLIII,  No.  20  (May  15,  1948),  p.  2073. 

8  Dorothy  Knibb,  "Reading  Trends  Stir  the  Book  Trade,"  Domestic  Commerce,  Vol. 
XXXIII,  No.  11  (1945). 

9  Publishers'  Weekly,  May  15,  1948,  loc.  cit. 
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1947  period,  according  to  the  Bureau  of  the  Census,10  as  shown  below: 

1947  and  1948  Independent  Retail  Bookstore 
Sales  Compared 


March,  1948 

from 
March,  1947 

First  Quarter, 

1948  from 
First  Quarter, 
1947 

March,  1948 

from 
February,  1948 

Los  Angeles  

-  6 

-  7 

-  4 

Chicago  

-  7 

-  1 

-  11 

New  York  

-  29 

-  19 

-  6 

Philadelphia  

+  1 

-  5 

-  4 

Summary,  large  United  States  cities . . 

-  20 

-  13 

-  6 

Independent  retail  sales  as  a  whole  increased  8  %  in  the  first  quarter 
of  1948.  During  this  period,  stationery  store  sales  rose  3%  and  music 
store  sales,  17%. 11 

This  slump  was  not  felt  equally  by  all  stores;  in  fact,  some  showed 
marked  improvements  in  both  sales  and  profits.  Many  of  the  latter  con- 
sidered advantageous  some  of  the  very  conditions  complained  about  by 
the  booksellers  generally.  Thus  high  prices  were  considered  a  boon,  and 
the  growth  of  book  clubs  and  the  increased  number  of  best  seller  selec- 
tions were  looked  upon  as  stimulating,  rather  than  pirating,  bookstore 
sales.  "It  is  an  undeniable  fact  that  books  chosen  by  the  major  clubs  so 
frequently  become  big  sellers  in  bookstores  that  when  a  publisher  gets 
word  that  a  book  on  his  list  has  been  selected,  he  is  likely  at  once  to  in- 
crease the  print  order  for  the  bookstore  edition.  Sometimes  he  is  disap- 
pointed; .  .  .  but  usually  the  sales  in  the  stores  amply  sustain  his  de- 
cision."12 In  1945  the  effect  of  book  club  selections  on  sales  was  ex- 
pressed by  bookdealers  as  follows:  decreased  sales,  25%;  increased  sales, 
42%;  no  effect,  23%;  no  opinion,  10%. 13 

Among  the  most  successful  stores,  chief  credit  for  increased  sales  was 
given  to  the  store's  own  endeavors.  Matheny's  Nashville  store  attributed 
improvement  to  (a)  service  in  filling  special  orders  and  securing  out-of- 
print  books,  (b)  careful  selection  of  stock,  and  (c)  improved  store  lay- 
out. Lehman's  in  Fort  Wayne,  Indiana,  named  better  displays  and 
greater  staff  efficiency. 

In  June,  1948,  31%  of  all  independent  retailers,  including  booksell- 

10  "Independent  Bookstore  Sales  Lag  behind  General  Retail  Level,"  Publishers' 
Weekly,  Vol.  CLIII,  No.  20  (May  15,  1948),  pp.  2065-66. 

11  Ibid. 

12  Merle  Miller,  "The  Book  Club  Controversy,"  Harper's  Magazine,  June,  1948,  p.  519. 

13  Link  and  Hopf,  op.  cit.,  p.  151. 
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ers,  who  replied  to  a  survey  conducted  by  the  1948  Second  International 
Store  Modernization  Show,  were  planning  some  store  modernization 
along  the  following  lines:  16%  modernization  of  store  front;  13%  im- 
proved layout;  12%  modern  fixtures;  12%  improved  lighting;  8% 
structural  changes.14 

A  1945  survey  classified  the  population  of  the  United  States  as  fol- 
lows: ( 1 )  active  readers,  those  who  had  read  a  book  yesterday  (21  %  of 
total),  within  a  week  (10%  of  total),  or  within  a  month  (19%  of 
total ) ;  ( 2 )  inactive  readers,  those  who  had  read  a  book  within  a  year 
(21%  of  total ) ;  ( 3 )  nonreaders,  those  who  had  not  read  a  book  for 
over  a  year  (29%  of  total).  Using  this  as  a  background,  further  analy- 
sis indicated  the  following. 

Active  readers  accounted  for  94%  of  all  books  read,  while  the  21% 
who  "read  a  book  yesterday"  accounted  for  70%  of  all  books  read.  Cor- 
relation of  education  and  income  of  readers  indicated  that  education 
was  more  dominant  than  income.  College-educated  people  read  nearly 
the  same  regardless  of  income  level.  In  the  lower  educational  brackets, 
income  and  readership  were  more  closely  related. 

In  towns  under  25,000  population,  37%  and  22%  of  active  readers 
purchased  from  bookstores  and  book  clubs,  respectively,  as  opposed  to 
26%  and  17%,  respectively,  in  cities  over  500,000.15 

The  following  summaries  were  reported  by  the  survey: 


Readership  by  Income  Level* 


Upper 

Middle 

Lower 

Active  readers  

64% 

48% 

36% 

Inactive  readers  

20 

24 

19 

Nonreaders  

16 

28 

45 

Total  

100% 

100% 

100%, 

*  Ibid.,  p.  63. 

Readership  by  Educational  Level* 

College 

High  School 

Grade  School 

Active  readers  

73% 

59% 

37% 

Inactive  readers  

17 

22 

26 

Nonreaders  

10 

19 

37 

Total  

100% 

100% 

100% 

*  Ibid., -p.  63. 


J.  W.  Evans,  Publishers'  Weekly,  Vol.  CLIII,  No.  25  (June  19,  1948),  p.  2547. 
Link  and  Hopf,  op.  cit.,  p.  56. 
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Book  Covers  by  Income  Level* 

{Active  Readers  Only) 


Upper 

Middle 

Lower 

Total 

Stiff  cloth  

88% 

81% 

74% 

82% 

Paper  cover  

8 

13 

23 

13 

Leather  cover  

2 

4 

1 

3 

Don't  know  

2 

2 

2 

2 

Total  

100% 

100% 

100% 

100% 

*  Ibid.,  p.  75. 


Places  of  Purchase  by  Income  Status* 
(Active  Readers  Only) 


Upper 

Middle 

Lower 

Total 

Bookstore  

36%' 

32% 

22% 

32% 

Book  club  

26 

22 

12 

22 

Department  store  

15 

11 

10 

12 

Newsstand  

3 

6 

13 

6 

Drugstore  

3 

5 

12 

6 

Mail-order  house  

7 

3 

6 

5 

Stationery  store  . 

1 

3 

2 

2 

School  

1 

2 

3 

2 

Miscellaneous  

7 

14 

18 

12 

Don't  know  

1 

2 

2 

1 

100% 

100% 

100% 

100% 

*  Ibid.,  p.  78. 


Dealers'  Opinions  of  Most  Effective  Promotion  Media 

Percentage 


Media  Favoring 

Newspaper  reviews   62% 

Publishers  advertisements  in  newspapers   60 

Reviews  in  magazines   44 

Store  displays   42 

Personal  notices  to  clientele   30 

Store  advertisements  in  newspapers   28 

Catalogues   12 

Radio  book  reviews   10 

Word  of  mouth   4 

Circulars   3 

Miscellaneous   5 

Total  (three  choices  each)  300% 

*  Ibid.,  p.  145. 
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In  the  1946  annual  report  to  the  stockholders  of  the  F.  W.  Woolworth 
Company,  the  president  and  chairman  of  the  board  of  directors  made 
the  following  statement: 

In  reviewing  the  results  from  operations,  it  is  gratifying  to  state  that  sales 
volume  showed  an  increase  for  the  eighth  consecutive  year,  reaching  a  new 
record  of  $552,369,440.27  for  1946,  or  $75,232,992.72  more  than  sales  for  the 
previous  year.  This  increase  was  also  the  largest  of  any  individual  year  on  record. 

Net  income  for  the  year  after  provision  for  government  taxes  likewise  was 
an  all-time  record  amounting  to  $39,939,684.52.  This  was  equivalent  to  $4.12 
per  share  as  compared  with  $2.43  per  share  earned  in  1945. 

The  F.  W.  Woolworth  Company,  organized  in  1912,  was  in  1946 
the  largest  chain  variety  store  in  the  world,  its  total  sales  being  twice 
that  of  its  nearest  competitor,  the  S.  S.  Kresge  Company.  Mr.  F.  W. 
Woolworth,  the  company's  founder,  originated  the  idea  of  the  five-and- 
ten-cent  store  in  1878  when  he  was  a  clerk  in  a  dry -goods  store.  He  per- 
suaded his  employers  to  invest  $50  in  inexpensive  merchandise  which 
he  placed  on  a  counter  with  some  shop-worn  goods  and  advertised: 
"Any  article  on  this  counter — five  cents."  The  entire  stock  sold  the  first 
day,  and  shortly  thereafter  Woolworth  decided  to  open  his  own  five-and- 
ten-cent  store.  Borrowing  $325,  he  opened  a  store  in  Utica,  New  York, 
and  in  six  weeks  had  a  net  profit  of  $139.50. 

Mr.  Woolworth  expanded  his  operations  and  in  1912  organized  the 
existing  F.  W.  Woolworth  Company  by  merging  his  own  and  six  other 
companies  operating  stores  in  this  country  and  Great  Britain.  The  new 
company  rapidly  and  continuously  expanded  its  business,  adding  new 
stores  and  increasing  its  sales  and  profits  (see  Exhibit  1).  Moreover, 
the  company  expanded  into  the  foreign  field  by  establishing  affiliated 
companies  in  England,  France,  and  Germany. 

The  number  of  stores  in  the  chain  increased  steadily  until  1941.  Sales 
and  profits  per  store  increased  until  the  middle  1920's;  thereafter  they 
slumped.  But  in  1946,  sales  and  profits  per  store  were  the  highest  in 
the  company's  history. 
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Exhibit  1 

F.  W.  Woolworth  Company 


Number  of  Stores,  Sales,  Net  Operating  Income,  and  Store  Investment 
(United  States,  Canada,  and  Cuba) 


Year 

United 

States 
Canadian, 
and  Cuban 

(Number) 

Sales 
($000) 

Sales  per 
Store 
($000) 

i\et 
Operating 
Income* 

Net 
Operating 
Income* 
per  Store 
($000) 

Investment 
per  Store 
($000) 

In  et 

Operating 
Income*  as 
Percentage 

of  Store 
Investment 
($000) 

1912  

631 

60,558 

96 

5,415 

8.6 

29.0 

29.7 

1914  

737 

69,620 

94 

6,430 

8.7 

31.4 

27.7 

1916  

920 

87,089 

95 

8,713 

9.5 

30.3 

31.4 

1918  

1,039 

107,179 

103 

7,089 

6.8 

34.6 

19.7 

1920  

1,111 

140,919 

127 

9,775 

8.8 

40.1 

21.9 

1922  

1,176 

167,319 

142 

18,324 

15.6 

51.4 

30.4 

1924  

1,356 

215,501 

159 

20,669 

15.2 

58.8 

25.9 

1926  

1,480 

253,645 

171 

26,723 

18.1 

72.1 

25.1 

1928  

1,725 

287,318 

166 

25,830 

15.0 

73.0 

20.5 

1930 

1,881 

289,289 

154 

25,417 

13-5 

74.5 

18.1 

1931  

1,903 

282,670 

149 

23,230 

12.2 

76.2 

16.0 

1932  

1,932 

249,893 

129 

17,486 

9.1 

70.4 

12.9 

1933  

1,941 

250,517 

129 

22,894 

11.8 

74.3 

15-9 

1934  

1,957 

270,685 

138 

24,768 

12.7 

74.3 

17.1 

1935  

1,980 

268,750 

136 

22,521 

11.4 

74.6 

15-3 

1936  

1,998 

290,387 

145 

23,452 

11.7 

76.8 

15.2 

1937  

2,010 

304,775 

151 

23,677 

11.8 

86.4 

13.7 

1938 

2,015 

304,305 

151 

20,199 

10.0 

88.8 

11.3 

1939  

2,021 

318,840 

158 

22,485 

11.1 

93.4 

11.9 

1940  

2,027 

335,475 

165 

22,913 

11.3 

100.3 

11.3 

1941 

2,023 

377,148 

186 

33,023 

16.3 

108.6 

15.0 

1942  

2,015 

423,221 

210 

40,740 

20.2 

111.8 

18.1 

1943 

2,008 

439,009 

218 

39,156 

19.5 

120.0 

16.3 

1944 

2,004 

459,847 

229" 

44,035 

22.0 

127.2 

17.3 

1945 

1,971 

477,136 

242 

48,414 

24.6 

134.5 

18.3 

1946  

1,958 

552,369 

281 

57,241 

29.2 

140.2 

20.8 

*  Net  operating  income:  1912-24  =  net  income  as  reported  by  company;  1925-46  =  net  sales,  less  cost  of  sales 
operating  expense,  less  depreciation  and  amortization. 
Source:  Annual  reports  of  company. 


PRICE  POLICY 

An  important  feature  of  Woolworth's  operations  was  its  merchandise 
price  policy.  Until  1932  the  upper  retail  price  limit  had  been  10  cents, 
except  in  Canada  and  west  of  the  Mississippi  River,  where  it  was  15 
cents. 

On  several  occasions,  particularly  during  World  War  I,  various  offi- 
cers of  F.  W.  Woolworth  Company  suggested  that  the  company  raise 
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this  upper-price  limit.  In  1917  the  matter  was  again  discussed  in  a  di- 
rectors' meeting,  at  which  time  Mr.  Woolworth,  founder  and  president 
of  the  company,  opposed  any  change.  He  said: 

Gentlemen,  I  regard  our  five-and-ten-cent  policy  as  something  basic  and 
essential  to  the  welfare  of  this  business.  We  have  spent  years  teaching  the  public 
that  nothing  in  a  Woolworth  store  ever  retails  for  more  than  a  dime  .  .  .  the 
company's  policy  is  too  deeply  rooted  to  warrant  its  being  sacrificed  by  even  so 
great  an  upset  as  this  War. 

I  myself  care  enough  for  the  traditions  of  this  company  so  that  if  you  gentle- 
men insist  on  abandoning  our  five-and-ten-cent  field,  I  wish  to  resign  from  the 
company.  If  you  raise  our  price  limit,  my  stock  is  on  the  table,  with  my  holdings 
for  sale  at  whatever  price  you  men  wish  to  pay  for  them.1 

The  10-cent  limit  was  not  changed. 

Following  Mr.  Woolworth's  death  in  1919,  H.  T.  Parson,  formerly 
a  vice-president  and  a  long-time  officer  of  the  company,  became  presi- 
dent. Upon  taking  office,  Mr.  Parson  expressed  a  desire  to  continue  the 
policies  of  Mr.  Woolworth.  In  1929  he  again  affirmed  his  loyalty  to 
the  10-cent  upper-price  limit: 

People  often  ask  if  there  is  any  possibility  in  the  future  of  our  rising  above 
the  ten-cent  price.  On  the  contrary,  we  are  more  fixed  than  ever  in  our  deter- 
mination to  stick  to  the  price  class  we  selected.  Fifty  or  100  years  from  now, 
as  far  as  I  can  see,  our  top  price  in  the  eastern  United  States  will  be  ten  cents. 
.  .  .  We  select  a  price  class,  then  we  stick  to  it  rigidly.  That  is  our  way  of 
specializing.  Every  store  must  be  a  specialist.  .  .  .  We  have  less  competition 
all  the  time.  Every  other  firm  has  left  the  strictly  five-and-ten-cent  field,  so  that 
we  are  today  the  only  firm  not  selling  anything  above  ten  cents.2 

Without  violating  the  letter  of  its  policy,  the  Woolworth  company 
did  sell  some  articles  at  a  price  higher  than  10  cents  by  dividing  them 
into  component  parts  for  sales  purposes  and  selling  each  component  at 
5  or  10  cents. 

In  spite  of  these  earlier  expressions,  Mr.  Parson  himself,  within  three 
years,  agreed  to  the  extension  of  the  price  limit  to  20  cents.  The  new 
limit  was  tried  out  successfully  in  test  stores  and  in  February,  1932, 
was  adopted  by  the  board  as  a  general  policy.  Among  the  more  im- 
portant groups  of  merchandise  included  in  the  new  line  were:  china- 
ware,  glassware,  and  hardware. 

The  company  expected  the  20-cent  items  to  constitute  about  20%  of 
the  inventory;  their  introduction,  however,  did  not  mean  that  the  five- 

1  Chain  Store  Age,  December,  1929,  p.  3. 

2H.  T.  Parson,  "What  $40,000,000  Sales  Have  Taught  Us,"  Magazine  of  Business, 
August,  1929,  p.  138. 
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and-ten-cent  merchandise  was  to  receive  less  attention.  In  regard  to  the 
use  of  combination  items,  Mr.  Parson  stated:  "We  do  not  favor  com- 
bination merchandise  of  20-cent  units.  We  intend  to  make  20  cents  the 
top  limit  of  price  for  a  complete  article  in  this  new  department."3 

During  1931,  Mr.  Parson,  complying  with  a  company  age-retirement 
rule,  resigned  from  the  presidency,  continuing,  however,  as  a  director 
of  the  company.  He  was  succeeded  by  B.  D.  Miller,  formerly  vice-presi- 
dent and  treasurer.  Mr.  Miller  retired  on  January  1,  1936,  after  40  years 
of  service.  He  was  succeeded  by  C.  W.  Deyo,  vice-president  in  charge 
of  merchandising  under  Mr.  Miller  and  an  associate  of  the  company  for 
over  30  years.  Mr.  Deyo  continued  as  president  until  1946,  when  he  was 
elected  chairman  of  the  board  of  directors,  and  Mr.  A.  L.  Cornwell, 
executive  vice-president  and  treasurer,  became  president.  At  that  time 
Mr.  Cornwell  had  been  with  the  Woolworth  company  for  over  40  years. 

In  October,  1935,  the  company  inaugurated  a  40-cent  price  limit  in 
its  Canadian  stores.  This  policy  was  extended  to  all  stores  in  the  United 
States  in  February,  1936.  Shortly  thereafter,  the  company  began  to  carry 
in  several  experimental  stores  some  items  selling  for  more  than  40 
cents.  Satisfied  with  the  results,  officers  announced  that  the  company 
had  abandoned  any  fixed  upper-price  limit,  and  articles  ranging  up  to 
95  cents  were  placed  on  sale. 

The  company's  price  limit,  however,  continued  upward;  it  reached 
record  high  levels  during  and  immediately  after  World  War  II.  And 
by  1947,  company  executives  stated  there  was  no  absolute  upper-price 
limit.  Selected  items  carried  in  1947  were,  for  example:  picture  frames 
($1.98),  tennis  rackets  ($4.98),  women's  handbags  ($2.98),  wom- 
en's stockings  ($1.98),  and  men's  leather  wallets  ($2.98). 

These  higher-priced  items,  however,  were  not  carried  in  all  stores, 
and  company  executives  stated  that  the  majority  of  total  sales  was  ac- 
counted for  by  items  retailing  below  50  cents.  They  added  that  Wool- 
worth's  was  in  business  mainly  to  merchandise  goods  below  the  $1.00 
level  and  that  the  company's  future  plans  were  to  continue  concentra- 
tion on  merchandise  within  this  range.  Observing  that  some  competi- 
tors were  expanding  into  the  sale  of  higher-priced  merchandise,  one 
executive  said  that  "the  F.  W.  Woolworth  Company  stays  with  those 
items  that  it  does  well  in  and  thus  is  not  forced  to  go  as  far  in  expand- 
ing its  line  as  other  stores."  Many  of  the  higher-priced  items  carried  by 
Woolworth  were  purchased  for  selected  stores  for  experimental  pur- 
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poses  or  to  meet  a  particular  or  local  demand.  Executives  emphasized 
the  fact  that  merely  because  some  high-priced  items  were  carried  did  not 
mean  that  the  company's  main  objective  of  selling  merchandise  under 
$1.00  was  being  changed.  They  believed  there  was  still  a  large  and  ex- 
panding field  within  this  price  range  and  that  the  sale  of  high-priced 
merchandise  did  not  indicate  a  real  departure  from  the  earlier  price 
policy. 

STORE  POLICY 

Whenever  new  stores  were  opened,  the  necessity  of  good  locations 
was  emphasized.  For  many  years  the  company  did  not  operate  in  towns 
under  13,000  population.  It  endeavored  to  start  new  stores  in  leased 
buildings  in  preference  to  buying  out  competitors.  Leases  were  usually 
signed  for  20  to  30  years  in  locations  that  appeared  attractive.  After 
1931  the  declining  volume  of  sales  per  store  emphasized  the  severe 
handicap  of  long-term  leases.  The  company  thereupon  began  to  make 
most  of  its  new  leases  on  a  rental  basis,  determined  by  the  sales  of  each 
particular  location. 

Until  1930,  the  company's  executives  believed  that  its  new  stores 
helped  increase  sales  in  its  existing  stores  because  of  the  increased  buy- 
ing power  of  the  chain.  After  1930,  however,  it  became  questionable 
whether  desirable  new  store  locations  were  still  available;  new  stores, 
it  was  felt,  were  diverting  customers  and  sales  not  only  from  competi- 
tors' stores  but  from  established  Woolworth  units.  Accordingly,  the 
company  adopted  the  policy  of  expanding  existing  stores,  and  after 
1941  the  total  number  of  stores  in  the  chain  was  reduced.  In  early  1947 
the  company  reported  that  during  the  ensuing  three  years  it  planned  to 
remodel  and  expand  195  of  its  existing  stores.  It  contemplated  opening 
new  stores  only  in  new  and  growing  market  areas. 

OTHER  OPERATING  POLICIES 

In  addition  to  the  price  and  store  policies,  other  outstanding  features 
of  the  company's  operations  included:  standardized  methods  of  selling; 
all  purchases  made  for  cash;  prompt  closing  of  unprofitable  stores;  cen- 
tral purchasing  (each  store  ordering  by  requisition  from  a  list  of  ap- 
proved items ) ;  co-operation  with  manufacturers,  but  no  manufacturing 
by  the  company  itself;  buying  only  at  prices  enabling  manufacturers  to 
make  a  profit;  no  newspaper  advertising  except  for  special  occasions,  but 
effective  use  of  window  space;  no  special  sales  of  particular  merchan- 
dise; emphasis  on  creative  merchandising;  use  of  trial  stores  to  measure 
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public  acceptance  of  new  items;  uniform  organization  plan  and  super- 
visory methods;  promotion  of  personnel  from  within  the  company,  in- 
cluding appointments  to  executive  offices  of  men  who  have  come  up 
through  the  ranks;  sharing  in  profits  by  all  executive  personnel  from 
store  manager  on  up. 

COMPETITION 

While  Woolworth  dominated  the  chain  variety  store  field,  it  was  not 
without  competition.  Its  chief  competitor  since  1912  had  been  the  S.  S. 
Kresge  Company,  which  enjoyed  a  particularly  rapid  growth  during 

Exhibit  2 


Five-and-Ten-Cent  to  One-Dollar 

Syndicate  Stores 
Total  Sales  and  Number  of  Stores,  1946 


Total  Sales 

Number 

(in  Millions) 

of  Stores 

F.  W.  Woolworth  

$552 

1,954 

S.  S.  Kresge  

251 

696 

W.  T.  Grant  

213 

486 

S.  H.  Kress  

151 

242 

J.  J.  Newberry  

113 

491* 

G.  C.  Murphy  

110 

209 

McCrory  Stores  

85 

200 

H.  L.  Green  

77 

143 

McLellan  

46 

225 

Scott-Burr  

22 

t 

Neisner  Bros  

46 

112* 

Rose's  Stores  

15 

119 

M.  H.  Fishman  

8 

39 

Total  

$1,689 

4,907 

*  Estimated, 
f  Not  available. 

Source:  Syndicate  Store  Merchandiser,  February,  1947,  p.  101. 


World  War  I  and  for  several  years  thereafter,  some  of  it  being  at  Wool- 
worth's  expense.  In  1913,  Woolworth's  sales  accounted  for  69-1%  of 
all  variety  chain  store  sales  in  the  United  States;  S.  S.  Kresge's  share  was 
13.8%.  In  1923,  Woolworth's  proportion  was  58.5%  and  S.  S. 
Kresge's,  24.8%. 

Comparisons  of  sales,  number  of  stores,  and  average  sales  per  store 
for  Woolworth  and  other  variety  chains  from  1924  to  1946  can  be  seen 
from  Exhibits  2  and  3. 

About  1919,  S.  S.  Kresge,  S.  H.  Kress,  and  the  McCrory  Stores,  three 
of  the  larger  variety  chain  store  companies,  expanded  their  price  ranges 


Exhibit  3 

Comparative  Data 

F.  W.  WOOLWORTH  AND  SlX  OTHER  VARIETY  CHAINS  *  1924-45 
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Source:  Company  reports  and  Harvard  Business  School  Bureau  of  Business  Research,  Bulletin  No.  125,  Ex- 
penses and  Profits  of  Limited  Price  Variety  Stores  in  1945:  Chains  and  Independents,  by  Elizabeth  A.  Burnham. 
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to  include  articles  selling  for  25  cents,  50  cents,  and  $1.00.  Rising  prices 
had  made  it  increasingly  difficult  to  offer  at  the  maximum  price  of  10 
cents  a  considerable  number  of  articles  which  had  contributed  substan- 
tially to  the  total  sales  of  these  stores.  At  that  time,  Mr.  Parson  made 
the  statement  that  the  five-and-ten-cent  policy  would  not  be  changed 
by  the  Woolworth  company.  Changes  in  the  general  price  level  between 
the  years  1913  and  1946  are  indicated  by  Exhibit  4. 

Exhibit  4 

United  States  Wholesale  Commodity  Price  Index 
(1926  =  100) 

1913   69.8         1925  103-5  1937   86.3 

1914   68.1         1926  100.0  1938   78.6 

1915   69.5         1927   95.4  1939   77.1 

1916    85-5  1928    96.7  1940    78.6 

1917  117.5         1929   95-3  1941   87.3 

1918  131-3         1930...   86.4  1942   98.8 

1919 ...   .  138.6         1931   73.0  1943  103.2 

1920  154.4         1932   64.8  1944  104.0 

1921.  ..  ...   97.6         1933.  ..........  65.9  1945  105-8 

1922     96.7         1934.......   74.9  1946  120.9 

1923  100.6         1935   80.0 

1924   98.1  1936   80.8 

Source:  Survey  of  Current  Business. 

During  1922  and  1923,  the  two  years  following  the  completion  of 
the  S.  S.  Kresge  Company's  change  in  price  policy,  its  net  profits  in  per- 
centage of  sales  were  11.62%  and  13.31%,  respectively,  as  compared 
with  7.18%  in  1920  and  with  8.28%  in  1921,  the  highest  previously 
attained.  Woolworth's  net.  profit  margin,  including  other  income,  in- 
creased from  9.34%  of  sales  in  1921  to  10.95%  in  1922,  and  receded 
to  10.7%  in  1923.  Increased  competition,  which  induced  special  sales 
of  merchandise  returning  a  lower  margin  of  profit,  and  increased  rental 
expenses,  fostered  by  keen  rivalry  for  desirable  locations,  were  held 
responsible  for  the  decline  in  Kresge's  net  profit  to  12.83%  of  sales  and 
in  F.  W.  Woolworth's  to  9.59%  of  sales  in  1924. 

The  price  ranges  and  merchandise  lines  of  competing  variety  chains 
continued  to  expand;  and  by  1947  many  chains  carried  such  lines  as 
women's  wear,  electrical  appliances,  and  articles  of  furniture.  W.  T. 
Grant  was  reported  to  have  sold  women's  fur-trimmed  coats  retailing 
in  the  $35  range.  Moreover,  some  competitors  were  expanding  their 
services  to  include  advertising,  credit,  and  delivery;  they  were  being  re- 
ferred to  as  "junior  department  stores."  While  expanding  to  new  limits 
of  price  and  merchandise  lines,  most  of  the  chains  were  also  retaining 
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as  an  essential  part  of  their  business  the  more  usual  "five-and-ten"  lines 
selling  under  $1.00.  As  between  all  the  chains,  however,  Woolworth's 
was  regarded  as  having  stayed  closest  to  the  "five-and- ten-cent"  line. 

ORGANIZATION 

The  Woolworth  company  was  organized  into  twelve  districts,  each 
with  a  district  office  reporting  to  the  central  office  in  New  York  City. 
Virtually  all  buying  for  the  chain  was  arranged  for  by  a  buying  organi- 
zation in  the  New  York  office,  while  supervision  and  control  of  individ- 
ual store  operations  was  the  major  responsibility  of  the  district  organiza- 
tions. 

Each  store  was  operated  by  a  store  manager  whose  major  responsi- 
bilities were:  (1)  ordering  merchandise  to  be  carried  in  the  store  and 
making  certain  that  an  adequate  stock  was  on  hand  at  all  times;  (2) 
selection,  training,  and  control  of  store  personnel;  (3)  responsibility 
for  sales  receipts,  merchandise,  and  physical  store  equipment;  and  (4) 
making  necessary  reports  to  the  district  organization.  Of  these  responsi- 
bilities, perhaps  the  most  important  was  that  of  maintaining  an  ap- 
propriate and  adequate  stock  of  merchandise.  Each  store  manager  re- 
ceived from  the  New  York  buying  organization  lists  of  items  for  which 
purchase  arrangements  had  been  made.  From  these  lists  he  selected 
items  for  his  store.  His  selections  were  reviewed  by  the  district  office 
and  then  filled  directly  by  suppliers.  Upon  receipt  of  merchandise,  the 
store  manager  forwarded  to  the  district  office  a  voucher  indicating  ac- 
ceptance of  the  merchandise.  The  district  office  paid  the  bills.  Sales 
receipts  were  banked  daily  by  the  store  manager  and  reported  to  the 
district  office.  The  only  important  expense  item  paid  directly  by  store 
managers  was  the  payroll. 

There  were  four  different  classifications  of  stores,  so  classified  ac- 
cording to  annual  sales  volume.  The  smallest  stores  carried  a  minimum 
selection  of  essential  "five-and-ten"  merchandise  and  had  only  a  man- 
ager and  counter  clerks.  At  larger  stores,  which  handled  a  more  ex- 
tensive line  of  merchandise  with  a  broader  price  range,  the  store  man- 
agers had  assistant  managers  responsible  for  groups  of  departments. 
The  assistant  managers  assumed  such  duties  as  ordering  merchandise, 
seeing  that  it  was  properly  displayed,  and  supervising  the  sales  clerks. 

Store  managers  were  responsible  to  district  supervisors,  each  of  whom 
controlled  from  eighteen  to  twenty-four  individual  stores.  The  super- 
visors worked  closely  with  store  managers  on  their  various  problems 
and  periodically  made  detailed  reports  of  each  store's  operations  to  the 
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district  manager.  There  were  from  six  to  eight  supervisors  in  an  average 
district. 

In  addition  to  the  "line"  organization  of  store  managers  and  store 
supervisors,  the  district  organization  maintained  a  staff  of  merchandise 
managers,  each  of  whom  had  general  responsibility  for  certain  related 
product  lines.  These  managers  worked  closely  with  store  supervisors  and 
store  managers  on  such  matters  as  stocking  and  moving  merchandise, 
encouraging  new  lines  where  they  believed  they  would  be  successful, 
and  approving  store  managers'  purchases.  While  store  managers  bore 
full  responsibility  for  their  purchases,  they  often  received  suggestions 
(which  were  invariably  accepted)  from  the  merchandise  managers. 

Merchandise  managers  received  regular  reports  from  store  managers 
concerning  stock  status  and  special  reports  from  store  supervisors.  Ac- 
cordingly, they  were  in  a  position  to  keep  the  district  manager  advised 
on  all  matters  pertaining  to  merchandise  lines  and  to  counsel  the  local 
store  managers  on  their  merchandising  problems.  The  merchandise 
managers  also  worked  closely  with  the  New  York  buyers,  giving  sug- 
gestions regarding  new  and  improved  items.  They  watched  closely  the 
sales  of  new  items  and  reported  results  to  the  New  York  buyers  with 
their  suggestions  regarding  the  value  of  the  items  as  a  permanent  ad- 
dition to  the  merchandise  line.  The  number  of  merchandise  managers 
in  a  district  depended  on  the  size  of  the  district.  A  typical  district,  how- 
ever, had  eight  managers;  the  following  three  examples  indicate  the 
degree  of  product  specialization : 

Merchandise  Merchandise  Merchandise 

Manager  A  Manager  B  Manager  C 

Millinery  Tinware  Toys 

Ribbons  and  laces       Glassware  Books 
Toilet  articles  Household  specialties  Decorations 

Crockery 

In  addition  to  merchandising,  there  were  several  other  staff  functions 
represented  in  the  district  offices,  such  as  personnel,  traffic,  accounting, 
construction,  and  real  estate.  These  departments  performed  their  special 
services  for  all  stores  in  the  district  as  required. 

District  managers  were  responsible  directly  to  the  president,  and  they 
met  frequently  in  the  executive  office  in  New  York  City.  Within  their 
districts  these  managers  had  sole  authority  to  transfer  personnel  below 
the  level  of  store  manager;  personnel  changes  above  this  level  had  to 
be  approved  by  the  executive  office.  District  managers  on  their  own 
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initiative  could  make  minor  alterations  to  existing  stores;  but  important 
store  changes,  or  those  involving  significant  expenditures,  required  ap- 
proval from  New  York.  Similarly,  decisions  to  close  stores  or  open  new 
stores  required  central  office  approval.  In  all  cases  of  closing  stores, 
opening  new  stores,  or  modifying  existing  stores,  the  district  managers 
were  responsible  for  initiating  action.  They  made  studies  and  developed 
necessary  plans  which  were  submitted  to  the  New  York  office  for  con- 
sideration and  action  by  the  executive  committee. 

As  has  been  indicated  above,  an  important  aspect  of  the  operation  of 
the  New  York  office  was  that  of  buying  for  the  entire  chain.  The  com- 
pany, in  1947,  had  thirty-five  buyers  organized  into  approximately  thirty 
sections,  each  responsible  for  buying  a  line  or  several  related  lines  of 
merchandise.  The  buying  sections  in  turn  were  organized  into  two  de- 
partments, each  under  a  buying  executive  responsible  to  the  vice-president 
in  charge  of  merchandising.  Individual  buyers  were  responsible  for  and 
controlled  the  items  purchased  for  the  chain.  New  items  or  items  de- 
parting from  the  usual  price  range,  however,  were  added  only  after 
consultation  between  the  buyer,  his  supervisor,  and  often  the  vice-presi- 
dent in  charge  of  merchandising.  Even  then,  a  new  item  was  tested 
thoroughly  in  a  number  of  stores  to  determine  its  salability  before  it 
was  added  to  the  lists  from  which  store  managers  ordered.  After  an  item 
was  purchased,  it  was  not  necessarily  available  to  all  stores,  since  sepa- 
rate lists  were  prepared  for  each  of  the  four  classes  of  stores.  The  more 
expensive  and  elaborate  merchandise  was  available  only  to  the  largest 
( Class  1 )  stores,  while  the  smallest  ( Class  4 )  stores  were  restricted  to 
a  list  of  less  expensive,  essential  items. 

MERCHANDISE  CONTROL 

The  company  had  three  principal  controls  over  individual  store  mer- 
chandising operations:  (1)  monetary  stock  limitation;  (2)  monthly 
report  on  essential  items;  and  (3)  monthly  report  of  estimated  stock 
by  store  departments. 

Each  store  manager  was  required  to  operate  his  store  within  a  specific 
limitation  of  dollar  value  of  stock.  This  limitation  was  adjusted  ac- 
cording to  changes  in  sales  volume  but  at  all  times  was  such  as  to  guard 
against  accumulating  excessive  inventories  and  to  emphasize  the  im- 
portance of  rapid  stock  turnover. 

Store  managers  were  required  monthly  to  check  their  stock  status 
against  so-called  "checking  lists."  These  lists,  prepared  for  each  store 
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by  the  district  offices,  included  items  which  the  district  merchandise 
managers  believed  essential  to  have  on  hand  at  all  times.  Each  store's 
stock  was  checked  against  this  list  for  stock  availability  only;  no  physical 
inventory  count  was  made.  These  check  lists,  which  varied  according 
to  the  size  of  a  store  and  the  characteristics  of  the  locality,  were  used 
by  store  supervisors  and  district  merchandise  managers  to  check  against 
individual  store  operations.  The  lists  further  served  as  guides  to  store 
managers  in  ordering  merchandise  and  controlling  inventories. 

In  order  to  maintain  well-balanced  store  stocks,  monthly  estimates 
were  prepared  of  the  dollar  value  of  stock  in  each  department  of  every 
store.  This  information  was  prepared  for  each  store  in  the  district  office; 
it  was  based  on  merchandise  deliveries  and  reported  sales  by  department. 
This  estimated  stock  balance  was  compared  with  a  predetermined  "well- 
balanced  stock"  for  an  average  store,  making  allowances  for  varying 
characteristics  of  individual  stores  and  for  the  season.  With  this  infor- 
mation, supervisors  and  merchandise  managers  could  advise  store  man- 
agers of  out-of-line  stock  balances  and  could  assist  in  the  control  of 
inventories  by  their  review  and  approval  of  store  managers'  purchases. 

PERSONNEL 

Woolworth  executives  regarded  the  company's  policy  of  promoting 
executives  from  within  the  organization  as  an  important  feature  of  the 
firm's  operations.  All  executive  positions,  except  for  certain  specialized 
functions,  such  as  engineering  and  legal  counsel,  were  held  by  men  who 
had  started  with  Woolworth  as  stock  boys  and  worked  up  through  store 
managerships  and  the  district  organizations.  Accordingly,  it  was  stated 
that,  since  the  major  executives  had  a  thorough  background  of  the  com- 
pany's operating  and  merchandising  procedures,  they  were  better  able 
to  work  co-operatively  on  the  company's  problems.  For  example,  all  the 
New  York  buyers,  earlier  in  their  careers,  had  been  store  managers  and 
district  merchandise  managers.  Thus,  they  were  aware  of,  and  under- 
stood the  problems  of,  merchandising  the  items  they  bought.  This  ex- 
perience was  particularly  valuable  in  deciding  on  the  items  to  be  in- 
cluded in  the  company's  line. 

An  important  part  of  all  executives'  compensation  was  based  on 
profits.  A  store  manager's  salary  was  closely  related  to  the  profits  of  his 
store;  the  store  supervisors  were  compensated  according  to  the  profit- 
ability of  the  stores  over  which  they  had  responsibility,  and  similarly 
throughout  the  entire  organization.  The  company  officials  considered 
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Exhibit  5 

F.  W.  Woolworth  Company 

Income  Statistics.  Selected  Years,  1928-46 
(000's  Omitted; 


1928 

1930 

1932 

1934 

1936 

1937 

Sales  Cdomestic)  

$287,318 

$289,289 

$249,893 

$270,685 

$290,387 

$304,775 

Operating  expense  and  cost  of 

sales  

.  261.4SS 

263,872 

232,407 

245,917 

266,935 

281,098 

Domestic  operating  profit .  . 

.S  25,830 

$  25,417 

S  17,486 

S  24,768 

S  23,452 

S  23,677 

Rental  receipts  

3,282 

51S* 

486 

509 

687 

737 

Interest  and  miscellaneous  income  2,035 

2,252 

329 

301 

321 

265 

Income  from  securities*  

3,017 

5,278* 

2,349 

6,313 

7,951 

9,149 

Undistributed  current  earnings 

of  foreign  subsidiaries  

4,418 

3,969 

3,807 

4,074 

4,958 

3,875 

Foreign  exchange  profit  and  loss. 

778d 

77p 

134d 

186d 

Total  income  

S  38,582 

S  37,434 

S  23,679 

S  36,042 

$  37,235 

$  37,517 

Less  reserve  for  taxes  

2,900 

2,700 

1,850 

3,900 

4,610 

4,340 

Reduction  in  market  value  of 

securities     902     

Unrealized  foreign  exchange 

losses       297       

Net  income  S  35,682  S  34,734  S  20,630    S  32,142   S  32,625    S  33,177 

this  uniform  objective  to  have  contributed  significantly  to  the  close 
working  relationships  which  characterized  the  executive  organization. 

After  1940  the  company  began  to  devote  more  attention  to  store  em- 
ployee personnel  problems.  From  1937  through  1946,  total  wages  of 
store  employees  increased  over  130rr,  while  sales  increased  90%;  and 
by  1947  Woolworth's  wage  level  was  equivalent  to  that  of  leading  de- 
partment stores  in  each  locality.  The  majority  of  the  store  employees 
were  counter  girls,  being  principally  "wrappers  and  change  makers." 
The  company  had  tended  in  recent  years,  however,  to  specialize  its  store 
personnel  according  to  merchandise  lines,  giving  them  some  training 
in  sales  methods  and  acquainting  them  generally  with  Woolworth 
policies.  While  most  of  the  actual  training  was  done  by  the  store  man- 
agers, each  district  personnel  department  worked  closely  with  store 
managers,  laving  out  training  programs  and  providing  training  ma- 
terials and  other  assistance.  In  addition  to  training,  district  personnel 
managers  helped  recruit  employees,  established  wage  scales,  and  han- 
dled other  personnel  matters.  These  managers  also  worked  closely  with 
the  central  personnel  department  in  the  New  York  office,  which  for- 
mulated general  company  personnel  policies.  The  personnel  organiza- 
tion in  both  the  central  and  the  district  offices  had  been  established  in 
1942  to  handle  the  increasing  number  of  personnel  problems. 
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Exhibit  5 — Continued 

F.  W.  Woolworth  Company 
Income  Statistics,  Selected  Years.  1928-46 
(000's  Omitted) 


lyjo 

1010 
lyjy 

TOAD 

ion 

10A1 

1QA1 
ly'tj 

iytt 

ly'tj 

10A6 
lytO 

S304,305 

ffiin  o  A  r\ 

$318, 840 

S335,475 

$377,148 

S423,221 

c>439,009 

C  A c  n  Q  AH 

6459, 847 

$477,136 

$552,369 

284,106 

296,355 

312,562 

344,125 

382,481 

399,853 

415,812 

428,722 

495,128 

S  20,199 

$  22,485 

$  22,913 

$  33,023 

S  40,740 

S  39,156 

S  44,035 

S  48,414 

$  57,241 

711 

739 

821 

826 

746 

817 

935 

1,245 

1,320 

308 

107 

228 

497 1 

115 

237 

331 

461 

554 

8,862 

8,832 

6,905 

5,707 

4,375 

3,181 

3,182 

3,579 

4,892 

2,848 

1,507 

153d 

1601 

162d 

209d 

237d 

239d 

264d 

212d 

17d 

$  32,775 

S  33,510 

S  30,705 

$  39,844 

S  45,739 

$  43,152 

$  49,219 

S  53,487 

S  63,990 

4,190 

4,200 

6,600 

13,730 

22,200 

21,200 

26,400 

29,900 

24,050 

$  28,585    S  29,310    $  24,105    $  26,114    $  23,539    S  21,952    S  22,819    S  23,587    $  39,940 

d  Loss. 
p  Profit. 

*  Called  '  'dividends  received"  after  1951:  includes  income  from  foreign  subsidiaries, 
t  Includes  S400.000  realization  of  German  currency. 
Source:  Annual  reports  of  company. 


RESTAURANT  OPERATIONS 

In  the  middle  1930's  the  company  began  experimenting  with  restau- 
rant counters  in  its  stores;  by  1947  Woolworth  was  said  to  be  the 
largest  restaurant  operator  in  the  world.  Restaurants  were  located  in  all 
large  stores  and  in  many  of  the  smaller  stores.  As  an  adjunct  to  the 
restaurants,  many  stores  had  counters  selling  bakery  goods  produced  by 
bakeries  operated  in  connection  with  the  restaurant  commissary  facili- 
ties. 

Most  restaurants  were  under  the  supervision  of  an  assistant  manager 
who  specialized  in  restaurant  operations.  Although  under  the  local  con- 
trol of  the  store  manager,  restaurant  managers  actually  worked  closely 
with  the  district  offices,  each  of  which  maintained  a  specialist  on  the 
merchandise  manager's  staff  to  supervise  all  restaurant  operations.  Some 
staple  food  items  were  bought  for  the  chain  by  the  New  York  office;  but 
the  district  offices  purchased  most  items,  except  perishables,  which  the 
individual  restaurant  managers  procured. 

Although  restaurant  operations  represented  a  significant  departure 
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Exhibit  6 

F.  W.  Wool  worth  Company 

Annual  Balance  Sheets,  Selected  Years,  1928-46 
(000's  Omitted) 


1928 

lyju 

1017 
ly  JL 

ly  Jt 

iyju 

7037 
iyj/ 

Cash  

$  16,409 

$  17,254 

$  19,502 

$  21,701 

$  13,747 

$  19,083 

Inventories  

33,118 

33,385 

27,729 

38,132 

44,241 

45,563 

Other  Current  Assets  

4,544 

5,033 

501 

841 

736 

669 

Total  Current  Assets. . . 

$  54,071 

$  55,672 

$  47,732 

$  60,674 

$  58,724 

$  65,315 

Mortgages  Receivable  

$  114 

$  116 

$  192 

$  2,338 

$  2,667 

$  2,681 

Furniture  and  Fixtures  (Net)  21,956 

26,794 

27,735 

27,488 

30,855 

34,359 

Real  Estate  and  Buildings 

Owfipn  [NW  i 

18,094 

17,738 

18,194 

21,618 

24,314 

Buildings  Owned  on  Leased 

Ground,  including  De- 

velopments (Net)  

37,918 

AA 

A~\  zlQR 

XI  QQQ 

ACS  Ol 

Deferred  Charges  

1,785 

1,934 

2,511 

1,362 

Other  Assets  

1,810 

Total  

$  76,443 

C    QO  1 T1 

$  yo,i/z 

Investment  in  English  Sub- 

sidiary   

$  24,324 

$  26,346 

$  33,802 

$  36,236 

Investment  in  German  Sub- 

sidiary   

6  399 

7  97^ 

10  431 

11  662 

Investment  in  Company's 

Own  Stock  

1,647 

1,647 

1,647 

1,647 

Miscellaneous  Securities .  .  . 

9 

300 

115 

157 

Total  Securities  

$  23,001 

$  31,654 

$  32,379 

$  36,266 

$  45,995 

$  49,702 

Total  Assets  

$153,515 

$176,889 

$169,059 

$184,782 

$202,891 

$223,389 

Current  Liabilities  

$  425 

$  1,143 

$  814 

$  4,607 

$  •  8,315 

$  7,974 

Purchase  Money  Mortgages 

3,551 

3,437 

3,247 

965 

572 

1,728 

Sinking  Fund  Debentures. . . 

10,000 

Capital  Stock  

97,500 

97,500 

97,500 

97,500 

97,500 

97,500 

Reserves  •  

3,000 

2,800 

2,415 

2,900 

400 

400 

Surplus  

49,039 

72,009 

65,083 

78,810 

96,104 

105,787 

Total  Liabilities .... 

$153,515 

$176,889 

$169,059 

$184,782 

$202,891 

$223,389 

Market  Value  of  Investment 

in  English  Subsidiary .... 

$  99,327 

$224,167 

$352,881 

$271,560 

from  the  company's  earlier  and  more  usual  type  of  business,  company 
executives  stated  that  it  had  become  a  very  important  and  successful 
part  of  the  business. 


FOREIGN  OPERATIONS 

Mention  has  been  made  of  the  Woolworth  company's  foreign  opera- 
tions which  were  centered  in  England,  France,  and  Germany.  The  most 
important  of  these  was  the  English  subsidiary,  F.  W.  Woolworth  & 
Company,  Ltd.  Immediately  before  World  War  II,  this  company  op- 
erated 759  stores;  in  1946,  it  reported  a  profit  of  over  £9,000,000,  the 
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Exhibit  6 — Continued 

F.  W.  Woolworth  Company 
Annual  Balance  Sheets,  Selected  Years,  1928-46 
(000's  Omitted) 


1938 

1939 

1940 

1941 

1941 

1943 

1944 

1945 

194c 

$  22,493 

$  22,620 

$  28  074 

$  19,591 

%  26  333 

$  3S  491 

$  7R1 

42,479 

47,460 

51,899 

69,565 

60,587 

59,944 

49,752 

51,461 

71,979 

713 

563 

907 

1,263 

9,808 

21,336 

30,095 

47,785 

30,423 

$  65,685 

$  70,643 

$  80,880 

$  90,419 

$  96,728 

$116,771 

$135,401 

$152,900 

$161,182 

$  1,404 

$  1,333 

$  1,313 

$  1,304 

$  1,294 

$  1,088 

$  1,081 

$  1,071 

$  1,062 

37,004 

39,662 

42,474 

43,998 

44,003 

41,524 

39,068 

36,717 

35,470 

24,879 

24,971 

24,941 

25,404 

25,276 

27,189 

28,815 

29,716 

31,269 

46,717 

50,266 

51,581 

56,208 

54,542 

49,837 

45,540 

41,750 

41,368 

1,358 

815 

1,195 

908 

1,064 

1,470 

1,046 

449 

1,016 

1,619 

1,373 

1,413 

1,903 

2,180 

3,381 

4,984 

3,164 

3,362 

$112,981 

$118,420 

$122,917 

$129,725 

$128,359 

$124,489 

$120,534 

$111,867 

$113,547 

$  39,081 

$  40,587 

$  40,592 

$  40,587 

$  30,880 

$  30,880 

$  30,880 

$  30,880 

$  30,880 

11,662 

11,474 

11,474 

206 

197 

535 

853 

103 

103 

98 

93 

93 

$  50,949 

$  52,258 

$  52,601 

<T     A~\     A  Af\ 

$  41,440 

$  30,983 

$  30,983 

$  30,978 

$  30,973 

$  30,973 

$229,615 

$241,321 

$256,398 

$261,584 

$256,070 

$272,243 

$286,553 

$296,740 

$305,702 

$  9,767 

$  16,379 

$  18,842 

$  29,753 

$  31,197 

$  39,413 

$  45,355 

$  47,246 

$  52,956 

2,533 

2,481 

2,440 

2,039 

2,019 

3,870 

4,945 

4,999 

4,713 

10,000 

10,000 

22,000 

22,000 

17,000 

17,000 

17,000 

17,000 

97,500 

97,500 

97,500 

97,500 

97,500 

97,500 

97,500 

97,500 

97,500 

700 

6,476* 

6,499* 

375 

131 

131 

131 

131 

100 

109,115 

108,485 

109,117 

109,917 

108,223 

114,329 

121,622 

129,684 

150,433 

$229,615 

$241,321 

$256,398 

$261,584 

$256,070 

$272,243 

$286,553 

$296,740 

$305,702 

$208,895 

$189,634 

$171,816 

$182,952 

$188,519 

t 

$216,360 

$255,366 

$320,960 

*  Inclu 

des  $6,000,00C 

reserve  for 

nvestment  in 

German  subsidiary. 

t  Not 

ivailable. 

Source:  Annual  reports  of  company. 

highest  in  the  company's  history.  While  stores  had  been  established  in 
England  as  early  as  1909,  it  was  not  until  1924  that  an  aggressive  ex- 
pansion policy  was  adopted.  In  that  year  there  were  165  stores;  in  1936, 
this  number  was  increased  to  677;  and,  as  stated  earlier,  by  early  1940, 
there  were  759  stores.  Profits  increased  steadily  until  1941,  when  war- 
time restrictions  curtailed  company  activities,  and  profits  received  a 
temporary  setback. 

The  English  stores  characteristically  had  larger  sales  per  store  and 
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lower  operating  expenses  than  the  average  American  store,  which  con- 
tributed substantially  to  the  high  profit  showing  of  this  company.  The 
retail  price  of  merchandise  and  the  unit  of  purchase  in  these  stores,  how- 
ever, had  for  many  years  been  less  than  in  the  American  stores.  The 
English  company  retained  its  original  upper-price  limit  of  sixpence 
(about  10  cents)  until  World  War  II,  when  supply  restrictions  be- 
came acute,  and  it  was  not  until  early  1947  that  the  company  formally 
announced  its  permanent  departure  from  this  limit  by  stating  its  top 
price  would  be  five  shillings  (about  $1.00). 

The  English  subsidiary  had  been  recapitalized  on  two  occasions — in 
1931  and  1936.  In  1931,  share  capital  was  increased  from  £100,500 
to  £8,750,000  by  the  creation  of  new  cumulative  preference  shares  and 
new  ordinary  shares.  This  new  stock  was  first  distributed  as  a  stock 
dividend  to  the  shareholders,  of  which  F.  W.  Woolworth  Company  was 
the  largest.  The  parent  company  and  some  private  stockholders  then 
sold  stock  to  the  public,  the  F.  W.  Woolworth  Company  receiving  about 
$27,000,000  in  cash  while  still  retaining  its  stock  control.  In  1936  the 
capital  was  further  increased  to  £12,500,000  by  creating  additional 
ordinary  shares  which  were  distributed  to  stockholders  as  a  stock  divi- 
dend. 

Woolworth's  German  subsidiary,  F.  W.  Woolworth  Co.,  G.m.b.H., 
was  originally  organized  to  handle  purchases  for  the  parent  company 
and  did  not  expand  into  the  retail  field  until  1927.  At  the  time  of  the 
outbreak  of  World  War  II,  82  stores  were  in  operation.  The  volume  of 
business  in  these  stores  was  large,  and  the  chain  was  very  successful. 
Company  officials  stated  that  the  German  market  was  well  suited  to 
Woolworth  merchandising  methods;  the  cheap,  mass  lines  of  mer- 
chandise were  characteristically  popular  with  the  German  people.  Vir- 
tually all  the  merchandise  could  be  purchased  in  Germany,  and  high 
stock  turnover  and  low  operating  expenses  could  be  achieved. 

After  1932,  restrictions  were  imposed  by  the  German  government 
on  the  company's  operations  which  eventually  blocked  the  transfer  of 
earnings  out  of  the  country.  In  1939  the  parent  company  set  up  a  $6,- 
000,000  reserve  against  its  investment  in  the  German  subsidiary  (ap- 
proximately $10,000,000),  and  in  1941  this  investment  was  written 
off  to  $1.00.  It  was  still  carried  at  $1.00  in  1947.  All  but  12  of  the 
Woolworth  stores  in  Germany  were  partially  or  totally  destroyed  dur- 
ing World  War  II.  By  1947,  however,  the  chain  was  showing  remark- 
able recuperation,  and  40  stores  were  again  in  operation.  An  organiza- 
tion had  been  re-established,  and  the  former  general  manager  had  been 
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Exhibit  7 

F.  W.  Woolworth  Company 

The  Board  of  Directors,  1947 

Alfred  L.  Cornwell  Officer  and  Member  of  Executive  Committee 

Floyd  R.  Cole  Officer  and  Member  of  Executive  Committee 

Herbert  J.  Cook  Manager,  Canadian  District 

Charles  W.  Deyo  Officer  and  Member  of  Executive  Committee 

Harry  W.  Frank  Manager,  Manhattan  District 

Alexander  R.  Gallenkamp  Manager,  Minneapolis  District 

Lewis  H.  Gause  Manager,  Cleveland  District 

Clifford  O.  Gilbert  Manager,  Albany  District 

Paul  Hofer,  Jr  Officer 

Samuel  H.  Huber  Manager,  Philadelphia  District 

Ivan  W.  Keffer  Officer  and  Member  of  Executive  Committee 

Allan  P.  Kirby  President  of  Alleghany  Corporation 

Seymour  H.  Knox  Chairman  of  Board,  Marine  Trust  Company,  Buffalo,  N.Y. 

E.  Clark  Mauchly  Officer  and  Member  of  Executive  Committee 

Byron  D.  Miller  Member  of  Executive  Committee 

Henry  E.  O'Neil  Manager,  St.  Louis  District 

Carson  C.  Peck  Personnel  and  Member  of  Executive  Committee 

Martin  A.  Schenck  Attorney,  Member  of  Firm,  Davies,  Auerbach,  Cornell  &  Hardy 

William  L.  Stephenson  Chairman,  F.  W.  Woolworth  &  Co.,  Ltd.,  England 

George  F.  Terpenning  Officer  and  Member  of  Executive  Committee 

Harry  E.  Ward  Chairman  of  Board,  Irving  Trust  Company,  N.Y. 

Frederick  J.  Weckesser  Wilkes-Barre,  Pa. 

Richard  W.  Woolworth  Salem  Center,  N.Y. 

appointed  custodian  of  the  company  under  the  jurisdiction  of  the  United 
States  Military  Government.  The  parent  company  in  1947  was  giving 
the  German  organization  no  additional  financial  support,  but  it  had 
sent  an  executive  to  assist  in  rebuilding  the  German  subsidiary. 

Before  World  War  II,  the  company  operated  a  small  French  sub- 
sidiary for  procuring  and  warehousing  stock.  It  did  no  retailing.  In  early 
1947  the  company  was  re-formed;  but  its  scope  was  still  limited  to  its 
prewar  activities. 

See  the  accompanying  three  exhibits:  Exhibit  5,  "Income  Statistics, 
Selected  Years,  1928-46";  Exhibit  6,  "Annual  Balance  Sheets,  Selected 
Years,  1928-46";  and  Exhibit  7,  "The  Board  of  Directors,  1947." 


JAMES  FORSYTHE 


<><><><><><><><x^ 

James  Forsythe1  had  achieved  wide  reputation  for  unusual  skill  in 
helping  customers  to  work  out  difficult  financial  problems.  Many  com- 
panies sought  his  services  as  a  director.  In  1926  and  1927  Mr.  Forsythe 
had  attended  the  Middle  Western  alma  mater  of  his  father  and  then 
transferred  to  the  school  of  commerce  at  the  state  university,  where  he 
received  a  B.S.  degree  in  1929.  He  then  accepted  a  position  in  the  credit 
department  of  the  Merchants  National  Bank  in  Providence.  In  1934, 
he  was  made  assistant  cashier  and  loan  officer. 

The  whole  policy  of  the  Merchants  National  Bank  became  more 
aggressive  when  Steven  Taylor  was  elected  president  in  1934.  His  elec- 
tion followed  the  death  of  William  Saunders,  who  had  been  president 
of  the  Merchants  National  Bank  for  thirty  years.  Mr.  Taylor  had  for- 
merly been  president  of  the  United  Machinery  Company,  with  head- 
quarters in  Providence.  As  a  businessman,  Mr.  Taylor  believed  that  the 
credit  policy  of  the  commercial-banks  lacked  imagination.  He  was  soon 
impressed  with  the  constructive  attitude  of  Mr.  Forsythe  and  promoted 
him  to  vice-president  in  charge  of  the  loan  department. 

Mr.  Forsythe  and  Mr.  Taylor  had  long  discussions  about  building  the 
reputation  of  the  Merchants  National  Bank  among  growing  enterprises 
in  the  Providence  area.  As  one  step  in  this  direction,  Mr.  Taylor  was 
able  to  interest  several  leading  merchants  and  manufacturers  in  becom- 
ing directors  of  the  Merchants  National  Bank.  He  also  encouraged  Mr. 
Forsythe  to  accept  directorships  when  he  could  be  of  real  service. 

FRANKLIN  LEATHER  COMPANY 
In  1936  Thomas  Franklin  came  into  the  bank  and  talked  to  Mr. 
Forsythe  about  the  financial  condition  of  his  business  and  the  possibility 
of  retirement.  Thomas  Franklin  was  president  and  majority  stockholder 
of  the  Franklin  Leather  Company.  The  company  had  the  highest  credit 
rating  and,  except  for  occasional  seasonal  needs,  did  not  call  for  bank 
credit.  The  Merchants  National  Bank  had  worked  with  Mr.  Franklin 

1  Vice-president,  Merchants  National  Bank  of  Providence;  director  of  Franklin 
Leather  Company;  and  director  of  Pine  Tree  Rivet  Company. 

112 


JAMES  FORSYTHE 


113 


in  the  critical  period  of  inventory  deflation  in  1921.  Mr.  Forsythe  also 
had  worked  with  Mr.  Franklin  in  financing  accounts  receivable  in  1932. 
Although  there  had  been  no  recent  need  for  credit,  Mr.  Franklin  had, 
from  time  to  time,  confided  in  Mr.  Forsythe  his  entire  financial  and 
family  situation.  These  contacts  had  led  Mr.  Franklin  to  name  the  Mer- 
chants National  Bank  as  coexecutor  in  his  will. 

Mr.  Franklin  had  frequently  expressed  the  feeling  that  his  son,  Mer- 
ritt,  was  going  to  develop  some  real  business  ability,  but  he  recognized 
that  it  would  be  a  good  many  years  before  he  could  take  over  full  man- 
agement. Merritt  was  the  Franklin's  only  child.  In  1936,  he  was  a  senior 
at  Dartmouth.  He  stood  well  scholastically  and  was  generally  popular 
as  a  varsity  halfback.  The  strenuous  years  of  the  depression  had  brought 
Mr.  Franklin  to  the  conclusion  that  he  ought  to  retire  and  make  some 
interim  provision  for  continuing  the  enterprise  until  his  son  had  de- 
veloped adequate  experience. 

As  a  result  of  the  discussion  with  Mr.  Forsythe,  Mr.  Franklin  brought 
in  Mr.  Raymond  Kelly  as  executive  vice-president.  Mr.  Kelly  was  fifty 
years  old  and  had  spent  his  entire  career  in  the  leather  business.  In  1932 
two  banks  had  put  Mr.  Kelly  in  as  president  of  a  small  competitor  of 
the  Franklin  Leather  Company.  By  1936  it  was  generally  recognized 
that  the  situation  in  this  small  company  was  practically  hopeless,  in  spite 
of  improvements  shown  under  Mr.  Kelly's  leadership.  This  company 
was  engaged  in  a  line  of  specialties  for  which  demand  had  shifted. 

Mr.  Franklin  died  suddenly  in  January,  1937.  As  executor,  the  Mer- 
chants National  Bank,  and  Mr.  Franklin's  attorney,  John  Williams,  of 
Williams,  Thompson  and  Rogers,  received  a  majority  of  the  Franklin 
Leather  Company  stock  in  trust  for  Mr.  Franklin's  son,  Merritt  Frank- 
lin. The  pertinent  terms  of  Thomas  Franklin's  will  were: 

I  have  heretofore  received  through  James  Adams  Franklin,  now  deceased, 
shares  of  the  capital  stock  of  the  Franklin  Leather  Company  which,  along  with 
shares  otherwise  acquired  by  me,  put  me  in  voting  control  of  that  company. 
Consistent  with  his  wishes,  it  has  been  my  effort  to  use  that  control  to  expand 
and  perpetuate  the  reputation  and  business  of  that  company  upon  the  principal 
of  ownership-management  by  maintaining  quality  of  product  and  uniform  fair 
dealing  and  by  enlisting  the  intelligent  and  interested  abilities  and  co-operation 
of  its  employees  through  fitting  recognition  and  remuneration.  It  is  my  desire 
that  these  policies  be  continued.  It  is  my  earnest  hope  that  my  son  may  be  fitted 
and  may  desire  to  succeed  me  in  the  ownership  of  voting  control.  To  this  end, 
having  already  given  him  some  shares  of  stock,  I  direct  that  before  they  shall 
sell  or  dispose  otherwise  of  any  or  all  of  the  shares  of  common  capital  stock  in 
the  Franklin  Leather  Company  at  any  time  held  by  them,  my  Executors  or 
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Trustees  shall  first  afford  my  son,  Merritt  Franklin,  such  opportunity  as  to  them 
shall  seem  reasonable  to  acquire  the  voting  control  for  himself  or  for  his  nominee 
for  his  account  and  benefit  at  such  price  or  prices  as  to  them  respectively  shall 
seem  to  be  fair  and  reasonable  and  to  represent  the  then  intrinsic  value  thereof, 
unaffected  by  the  fact  that  voting  control  of  said  company  may  be  involved  in 
such  sale  to  him  or  to  his  nominee;  and  upon  such  terms  as  to  times  and  mannei 
of  payment  and  as  to  security  for  any  part  of  the  purchase  price  not  paid  in 
cash  as  to  my  said  Executors  or  Trustees  shall  seem  meet,  without  liability  upon 
them  for  anything  which  they  may  do  herein  in  good  faith.  If  my  said  son  shall 
fail  to  so  acquire  said  stock  it  is  my  wish  that,  all  other  considerations  affecting 
my  estate  or  the  trusts  hereby  created  being  fairly  equal  in  their  judgment,  my 
Executors  or  Trustees  give  preference  to  the  acquisition  thereof  by  someone 
fitted  in  their  untrammeled  judgment  to  best  serve  the  successful  operations  of 
said  company  and  the  interests  of  its  employees.  No  purchaser  of  said  stock 
shall  at  any  time  be  required  to  make  inquiry  as  to  whether  any  or  all  of  the 
things  hereinabove  provided  to  be  done  by  my  Executors  or  Trustees  have  in  fact 
been  done  by  them,  but  on  the  contrary  the  execution  and  delivery  by  them 
respectively  of  any  undertakings  with  respect  thereto  or  of  the  certificates  for 
such  shares  and  of  appropriate  instruments  of  transfer  thereof  shall  be  valid  and 
binding  upon  all  parties  according  to  the  purpose  and  intent  thereof. 

The  executors  called  a  special  meeting  of  stockholders  to  elect  a  board 
of  directors.  The  trust  department  asked  Mr.  Taylor  to  free  Mr.  Forsythe 
so  that  he  might  serve  on  the  board  of  directors  of  the  Franklin  Leather 
Company  to  represent  the  bank.  The  executors  also  elected  to  the  board 
John  Williams,  Raymond  Kelly,  and  four  other  directors  who  held 
small  amounts  of  stock  and  were  employed  by  the  company.  The  board, 
in  turn,  created  an  executive  committee  composed  of  Mr.  Forsythe,  Mr. 
Williams,  and  Mr.  Kelly.  Mr.  Kelly  was  elected  president. 

Mr.  Forsythe  and  Mr.  Williams  immediately  had  a  long  and  thorough 
discussion  with  Mr.  Kelly.  Mr.  Franklin  had  told  of  the  plans  for  Mer- 
ritt when  he  asked  Mr.  Kelly  to  take  the  position  of  executive  vice-presi- 
dent. The  three  men  agreed  that  Merritt  could  not  qualify  for  the  job  of 
president  for  some  years.  They  frankly  considered  the  problems  that 
might  face  Mr.  Kelly  when  the  time  came  to  turn  control  over  to  Mer- 
ritt. In  all  probability  Mr.  Kelly  would  not  be  able  to  or  want  to  retire 
from  active  business  at  that  time.  Much  depended  upon  how  soon  Mer- 
ritt Franklin  might  prove  his  ability.  Mr.  Forsythe  thought  that,  even 
after  Merritt  became  president,  it  might  be  well  to  retain  Mr.  Kelly's  ex- 
perience by  electing  him  chairman  of  the  board,  at  a  modest  salary,  or  by 
continuing  him  as  a  consultant.  The  executive  committee  and  Mr.  Kelly 
came  to  an  understanding  that  he  should  be  free  to  continue  to  super- 
vise his  own  enterprise,  the  Raymond  Kelly  Company,  Incorporated. 
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This  arrangement  had  been  agreed  to  by  Mr.  Franklin  when  he  first 
hired  Mr.  Kelly. 

The  Raymond  Kelly  Company,  Incorporated,  was  engaged  in  buying 
and  selling  hides.  Mr.  Kelly  had  agents  in  India,  Argentina,  and  other 
parts  of  South  America.  The  Franklin  Leather  Company  also  had  agents 
in  South  America.  Up  to  1941,  there  was  an  ample  supply,  and  so  com- 
petition in  purchasing  was  limited  to  a  few  prime  grades.  The  secret  of 
Mr.  Kelly's  success  lay  in  his  knowledge  of  the  buyers  and  all  other  key 
men  in  the  trade,  according  to  Mr.  Forsythe. 

Mr.  Kelly  came  to  the  Franklin  Leather  Company  on  the  basis  of  a 
salary  plus  a  bonus  based  on  profits  before  federal  taxes;  his  compensa- 
tion averaged  about  $30,000  a  year. 

Mr.  Forsythe  and  the  staff  of  the  Franklin  Leather  Company  all  re- 
alized that  Mr.  Kelly's  greatest  contribution  was  his  broad  acquaintance 
with  the  trade  rather  than  his  direct  supervision  of  operations.  Mr.  Kelly 
usually  came  into  the  Franklin  Leather  Company  office  in  the  morning. 
He  talked  with  the  key  men  about  any  problems  that  were  brought  to 
him  and  went  over  a  daily  statistical  report  of  operations  and  financial 
position.  He  kept  in  touch  with  the  agents  of  the  Franklin  Leather  Com- 
pany in  South  America,  as  well  as  with  agents  of  Raymond  Kelly  Com- 
pany, Incorporated.  Mr.  Kelly  spent  several  weeks  each  year  traveling 
at  home  and  abroad  in  the  interests  of  both  companies.  On  occasion,  for 
example,  when  it  became  necessary  to  decide  on  moving  the  plant  or 
installing  new  boilers,  Mr.  Kelly  laid  everything  else  aside  and  made  a 
thorough  study  of  the  alternatives. 

When  war  broke  out  in  1939,  and  particularly  after  the  United  States 
entered  the  war  in  1941,  the  business  of  Raymond  Kelly  Company,  In- 
corporated, became  almost  dormant  under  various  governmental  restric- 
tions. This  gave  Mr.  Kelly  time  to  spend  in  Washington  clearing  the 
red  tape  necessary  for  the  Franklin  Leather  Company  to  stay  in  busi- 
ness. 

After  Mr.  Franklin's  death,  Mr.  Forsythe  had  several  long  talks  with 
Merritt  Franklin  about  his  personal  adjustments  and  the  future  of  the 
business.  Merritt  felt  that  now,  more  than  ever,  he  ought  to  stay  on  the 
job  he  had  taken  in  the  tannery  after  graduation.  Mr.  Forsythe  had  been 
urging  him  to  take  an  advanced  course  in  business  administration.  He 
understood  the  terms  of  the  will.  And,  in  his  mind,  it  was  clearly  neces- 
sary to  earn  the  respect  and  following  of  the  organization  "the  hard 
way." 

Before  his  death,  Mr.  Franklin  had  discussed  with  Mr.  Forsythe  a 
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number  of  personnel  problems  growing  out  of  family  relationships. 
The  business  had  been  in  the  Franklin  family  for  three  generations.  Sev- 
eral branches  of  the  family  held  small  stock,  interests,  and  Mr.  Franklin 
had  given  positions  to  members  of  the  various  families.  On  the  whole, 
there  had  been  what  Mr.  Franklin  termed  a  "strong  sense  of  family 
loyalty." 

Soon  after  Mr.  Franklin's  death,  James  Livingstone  complained  bit- 
terly to  Mr.  Forsythe  about  not  being  made  president.  Mr.  Livingstone 
was  Mr.  Franklin's  brother-in-law.  He  held  the  position  of  vice-president 
although  his  duties  were  limited  to  management  of  one  minor  specialty 
department.  He  felt  that  at  least  he  should  be  put  in  charge  of  produc- 
tion. Mr.  Forsythe  said  right  to  his  face:  "As  long  as  I  have  anything 
to  do  with  the  company,  I  will  not  put  you  in  charge  of  the  plant."  He 
went  on  to  tell  Mr.  Livingstone  that  it  was  up  to  him  as  senior  member 
of  the  family  to  maintain  the  loyalty  that  had  always  characterized  the 
company.  Mr.  Livingstone  apparently  accepted  Mr.  Forsythe's  analysis 
of  his  position  in  the  company,  and  the  staff  continued  to  work  well 
with  Mr.  Kelly.  . 

In  the  summer  of  1937,  Mr.  Kelly  outlined  for  the  executive  com- 
mittee the  policies  and  plans  of  organization  which  he  had  developed 
to  continue  Mr.  Franklin's  general  ideas.  The  occasion  for  the  memoran- 
dum was  a  trip  abroad  to  clear  up  the  import-export  business  of  the 
Raymond  Kelly  Company,  Incorporated.  Mr.  Kelly  anticipated  that 
during  this  trip  he  would  also  be  able  to  develop  outlets  for  Franklin 
Leather.  The  memorandum  submitted  to  the  executive  committee  fol- 
lows: 

Operating  Policy — July  and  August 

Due  to  my  necessitated  absence  for  a  period  of  approximately  from  July  10 
to  September  10,  I  have  determined  upon  the  following  operating  policy  to 
pertain  for  the  company  during  that  time: 

The  executive  conduct  of  the  business  will  be  in  charge  of  a  steering  commit- 
tee consisting  of  Smith,  Francis,  Jones  and  Brown  for  all  matters  pertaining  to 
general  operating  policies.  The  above  committee,  when  functioning  in  respect 
to  White  department,  will  include  Livingstone  and  Nelson  as  consultants  on  cost 
and  raw  stock  respectively. 

The  steering  committee  is  to  meet  in  the  main  executive  office  daily  to  discuss 
the  situation  of  the  company  generally,  and  individually  as  the  respective  re- 
sponsibilities lie,  namely: 

Smith — All  merchandising  of  the  Franklin  lines 

Francis — Finance  and  cost 

Jones — Production  and  labor 

Brown — General  consultant  on  all  matters 
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Smith  will  merchandise  both  the  "Franklin  Kid"  lines  of  Blacks  and  Whites, 
in  co-operation  and  collaboration  with  the  representatives  and  agents  of  the 
company. 

Francis  will  conduct  all  financial  transactions  relating  to  credits,  new  borrow- 
ing and  cost.  (Arrangements  for  emergency  borrowing  will  have  been  made 
before  I  leave  with  the  banks  with  whom  the  company  does  business.) 

Jones  will  have  charge  of  the  production,  and,  in  consultation  with  Smith  and 
Nelson,  periodically  check  on  the  salability  and  quality  of  the  production. 

Brown  will  consult  generally  on  all  matters  pertaining  to  the  business. 

Livingstone  will  consult  with  the  general  steering  committee  on  all  matters 
pertaining  to  raw  stock  operations  after  collaboration  with  Jones,  and  make 
specific  recommendations  in  respect  to  the  purchases,  which  will  be  carried  out 
by  Francis,  since  it  would  be  more  proper  to  have  an  officer  of  the  company  do 
the  actual  negotiating  with  our  suppliers. 

It  has  been  our  policy  for  the  past  six  months'  operations  to  carry  an  approxi- 
mate forward-rawstock  position  of  ninety  days  on  the  basis  of  full  production. 
We  have  concluded  that,  due  to  the  general  slowing  up  in  demand  witnessed 
the  past  six  weeks,  it  may  be  necessary  by  the  first  of  August  to  cut  production 
somewhat,  and,  consequently,  from  July  1  onward  our  forward  position  on  raw 
stock  will  be  limited  day  coverage  basis.  All  raw  stock  is  to  be  financed  to  the 
fullest  extent  against  domestic  Letters  of  Credit,  on  account  of  the  relative  ad- 
vantage in  interest  rates,  and  we  will  conserve  our  cash  for  current  requirements. 

An  analysis  of  our  raw  stock  position  to  date  reveals  that  the  high-priced 
skins  have  been  now  almost  entirely  put  into  process,  and  booked  orders  against 
the  majority  of  these  skins  will  permit  of  their  being  worked  with  small  loss, 
if  any.  Our  coverage  of  raw  stock,  other  than  Brazils,  we  consider  conservatively 
on  the  market.  Our  coverage  of  Brazils,  which  is  our  main  coverage  and  which 
amounts  to  approximately  500,000  skins,  averages,  on  the  basis  price,  71.05  cents 
per  pound,  which  we  know  to  be  conservatively  within  the  raw  stock  cost  of 
our  competitors. 

We  have  approximately  34,000  dozen  booked  for  future  delivery  and  feel 
justified,  our  inventory  position  considered,  in  accumulating  at  least  up  to  3,000 
dozen  to  the  increase  of  the  past  six  -months,  which  amounts  to  7,000  dozen, 
being  a  total  of  10,000  dozen,  which  would  even  then  leave  our  finished  inven- 
tory in  an  abnormally  low  position,  particularly  considering  that  we  are  entering 
our  best  season  for  Black  Kid. 

The  nine  months'  formula,  considered  in  the  trade  as  representing  a  normal 
position,  indicates  that  in  so  far  as  our  Black  production  is  concerned,  and 
irrespective  of  our  orders  on  hand,  it  is  in  a  very  conservative,  snug  position, 
being  7.84  months'  supply  as  against  the  normal  nine  months'. 

The  nine  months'  formula  on  our  White  position  is  somewhat  out  of  line 
because  of  the  still  unsettled  definite  operating  policy  of  this  department  plus 
the  fact  that,  having  concluded  that  Chinas  were  the  safest  and  most  profitable 
skin  to  work,  we  purchased  requirements  for  next  season's  operations  during 
this  season.  Such  purchases  are  a  necessity  when  operating  in  this  market  and, 
consequently,  put  our  position  considerably  out  of  line  in  comparison  with  our 
Black  position.  The  nine  months'  formula  on  Blacks,  however,  is  not  applicable 
to  our  White  schedule  on  account  of  the  seasonal  character  of  the  business.  In 
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respect  to  our  position  on  Whites,  however,  raw  stock  on  hand  and  under  con- 
tract is  conservatively  in  line  with  market  and  could  be  disposed  of  with  little 
loss,  if  any,  should  we  later  decide  to  discontinue  the  operation  of  this  depart- 
ment. 

The  arrangement  which  was  extended  with  Bevan  for  an  additional  six 
months'  trial  period,  to  terminate  on  May  31,  1937,  was  extended  one  month  on 
account  of  conditions,  but  terminated  and  settlement  made  on  the  basis  agreed 
upon  as  of  June  30,  1937.  Henceforth  the  White  Kid  production  will  be  mer- 
chandised by  Smith  in  conjunction  with  the  "Franklin  Kid"  line  of  Blacks. 

The  White  Kid  assorting  department  will  be  taken  over  on  approximately 
July  1  by  Mr.  Wilson,  a  thoroughly  experienced  and  qualified  assorting  room 
foreman  and  merchandiser,  whose  function  it  will  be  to  regularize  the  uniformity 
of  quality  and  standardization  of  grades  to  a  competitive  and  profitable  extent. 

We  will  continue  to  soak  what  we  consider  to  be  the  practical  minimum  of 
Whites,  100  dozen  per  day,  on  a  type  of  skin,  North  Chinas,  which  is  the  safest 
to  work  in  respect  to  profitable  merchandising,  until  we  determine  upon  a 
definite  policy  after  the  survey  of  the  entire  White  Kid  situation  has  been 
completed.  We  are  in  the  slow  months  now  for  White  Kid  demand,  which  will 
give  us  opportunity  to  go  into  the  question  of  suitability  of  raw  stock,  quality, 
cost,  operating  policy,  etc.,  in  order  that  we  may  be  set  for  the  next  White  selling 
period.  During  this  slow  period  we  are  endeavoring  to  perfect  the  quality  of 
our  suede  production  and  if  this,  as  anticipated,  proves  to  be  entirely  competi- 
tive, the  policy  of  production  and  coverage  will  be  determined  upon  along  a 
conservative  basis,  utilizing  what  part  of  our  present  White  coverage  is  suitable, 
plus  additional  coverage  suitable  to  suede  production. 

We  have  entered  into  a  one-year  renewal  with  Walczak,  as  our  European 
sales  supervisor,  along  more  restricted  lines,  however,  whereby  all  his  actions 
are  subject  to  confirmation  by  the  home  office,  and  whereby  his  salary  has  been 
reduced  from  $200  to  $100  per  month,  certain  countries  eliminated  and  the 
commission  reduced  from  2.2%  to  2%.  It  is  my  purpose  during  my  stay  in 
Europe  this  summer  to  make  an  investigation  and  survey  of  our  export  situation, 
which  will  form  the  basis  for  determining  the  best  policy  in  the  interest  of  the 
company  to  pursue,  following  the  termination  of  Mr.  Walczak's  agreement. 

Our  cash  position  as  of  the  date  of  meeting  is: 

In  bank  $232,113-87 

Outstanding  accounts  receivable   180,075-08 

A  total  current  position  of  $412,188.95 

We  do  not  contemplate  the  necessity  for  new  money  until  possibly  the  month 
of  August,  when  it  should  be  for  a  temporary  period  and  will  be  prompted  by 
the  rather  protracted  seasonal  easing  in  demand  which  we  are  currently  wit- 
nessing. 

I  have  arranged  with  the  office  so  that  they  will  be  enabled  to  contact  me 
by  cable  or  telephone  at  any  time  during  my  absence  should  it  prove  necessary 
to  discuss  any  matters  of  policy  in  which  it  might  be  considered  that  I  would  be 
helpful. 

The  general  plan  of  organization  outlined  by  Mr.  Kelly  contained 
no  major  changes  in  personnel  or  in  the  policies  followed  by  Mr.  Frank- 
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lin,  and  few  questions  came  to  the  executive  committee  (Mr.  Forsythe 
and  Mr.  Williams)  in  Mr.  Kelly's  absence.  Mr.  Forsythe  had  de- 
veloped some  "feel"  for  the  leather  business  from  his  previous  study 
of  Mr.  Franklin's  problems.  He  had  observed  from  earlier  work  with 
Mr.  Franklin  that,  in  order  to  make  a  success  in  the  leather  business,  it 
was  necessary  to  combine  "right  prices"  with  "right  skins";  to  make  a 
good  run  in  the  tan;  and  to  develop  personal  contacts  in  the  trade.  Al- 
though without  previous  knowledge  of  the  leather  business,  Mr.  Wil- 
liams was  an  able  corporate  counsel  with  broad  experience. 

The  executive  committee  did  consider  the  suede  department  with 
some  concern  during  Mr.  Kelly's  absence.  Mr.  Forsythe  talked  to  Mer- 
rit  Franklin  about  the  losses  in  this  department.  Merritt  Franklin  shared 
the  skepticism  of  the  committee  and  expressed  his  doubt  that  the  com- 
pany had  a  man  really  competent  to  develop  this  specialty.  Although 
Mr.  Kelly  was  still  enthusiastic  about  the  possibilities  of  suede  when  he 
returned  from  Europe,  he  finally  acknowledged  the  wisdom  of  concen- 
trating effort  on  the  well-known  and  profitable  items  in  the  Franklin 
line. 

After  he  returned  from  his  trip  abroad  in  1937,  Mr.  Kelly  suggested 
that  the  Franklin  Leather  Company  enter  into  a  contract  with  the  Ray- 
mond Kelly  Company,  Incorporated,  for  exporting  leather  and  import- 
ing hides.  Mr.  Forsythe  took  what  he  considered  to  be  a  normal  view 
of  this  problem  of  conflicting  interests.  In  view  of  the  necessity  of  keep- 
ing Mr.  Kelly  interested  in  the  Franklin  Leather  Company  and  also 
maintaining  his  other  contacts,  Mr.  Forsythe  and  Mr.  Williams,  as  a 
majority  of  the  executive  committee,  approved  the  contract  as  long  as 
offers  were  at  prevailing  market  prices.  Merritt  Franklin  understood 
and  approved  the  situation.  After  this  plan  was  accepted  by  the  execu- 
tive committee,  Mr.  Kelly  prepared  a  formal  contract  which  was  ex- 
amined by  the  committee  and  later  executed. 

Both  men  had  respect  for  Mr.  Kelly's  skill  in  the  business,  but  they 
realized  that  in  some  issues  they  had  to  come  to  an  independent  judg- 
ment. This  they  considered  to  be  the  hazard  of  countenancing  Mr. 
Kelly's  dual  position  as  president  of  Franklin  Leather  Company  and 
proprietor  of  the  Raymond  Kelly  Company,  Incorporated.  Mr.  Forsythe 
felt  that  this  relation  called  for  more  alertness  on  the  part  of  the  di- 
rectors than  he  felt  responsible  for  on  other  boards. 

The  executive  committee  meetings  were  held  as  occasion  demanded, 
at  first  once  or  twice  a  week.  They  became  less  frequent  as  relations 
clarified.  Board  meetings  were  held  when  they  were  needed  for  declara- 
tion of  dividends  or  authorization  of  contracts.  The  Franklin  Leather 
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Company  paid  Mr.  Forsythe  and  Mr.  Williams  each  $1,000  a  year.  Mr. 
Forsythe  turned  this  sum  over  to  the  bank. 

In  1941,  Mr.  Williams  and  Mr.  Forsythe  had  about  concluded  that 
Merritt  Franklin  was  ready  to  take  over  the  management  and  to  use  his 
trust  income  for  the  purchase  of  the  controlling  stock.  His  induction  into 
the  Army  interrupted  their  plans.  When  Merritt  had  graduated  from 
Dartmouth  in  1936,  he  went  into  the  tannery  as  a  tanner's  helper.  This 
was  the  hottest,  dirtiest,  and  heaviest  work  in  the  company.  The  old- 
timers  had  known  Merritt  from  childhood  and  were  proud  of  the  way  he 
took  hold.  He  had  shown  an  understanding  of  the  business,  had  dis- 
charged minor  supervisory  responsibilities,  and  had  used  his  income 
moderately.  Mr.  Forsythe  believed  that  Merritt's  wartime  experience  as 
a  technical  sergeant  at  a  far  Pacific  base  had  further  seasoned  him. 

During  the  years  since  the  death  of  Mr.  Franklin  in  1937,  Mr.  Kelly 
and  the  other  executives  had  discussed  all  major  problems  with  Merritt 
Franklin.  Actually,  Mr.  Kelly  had  made  no  changes  in  the  key  person- 
nel. The  younger  men,  who  had  been  brought  in  by  Mr.  Kelly  as  under- 
studies, had  all  been  selected  with  the  approval  of  Merritt  Franklin. 
Many  of  these  younger  men  had  been  taken  on  to  conduct  research  for 
substitutes  for  tanning  materials  unavailable  during  the  war.  Merritt 
Franklin  came  in  to  see  Mr.  Forsythe  from  time  to  time  to  discuss  op- 
erations in  the  business  and  general  progress  of  management.  According 
to  Mr.  Forsythe,  everyone  in  the  company  knew  Merritt  and  no  one 
would  think  of  doing  anything  without  his  knowledge. 

The  production  manager,  Mr.  Jones,  had  worked  up  through  forty 
years  in  the  company.  He  supervised  most  of  the  250  employees  and 
watched  the  flow  of  work.  Technical  supervision  of  the  actual  tanning 
processes  was  a  highly  personal  skill  according  to  Mr.  Forsythe.  For- 
tunately, the  Franklin  Leather  Company  had  an  excellent  head  tanner 
in  Mr.  Milovitch.  His  skill  in  treating  varying  skins  with  the  proper 
time  and  mixture  in  the  tan  was  critically  important  in  producing  uni- 
formly high  quality  leather.  This  uniformity  had  built  Franklin  Leath- 
er's reputation.  Although  Merritt  Franklin  was  not  a  skilled  tanner, 
Mr.  Forsythe  had  confidence  that  he  knew  enough  to  pick  the  right  man 
for  the  job  should  the  need  arise.  Mr.  Jones  and  Mr.  Milovitch  had 
discussed  all  major  changes  with  Merritt  Franklin  since  his  father's 
death. 

Mr.  Smith  was  a  "back-slapping,"  "poker-playing"  sales  manager  of 
forty-five  who  knew  everyone  in  the  trade  by  nickname.  The  leather 
business  was  an  "old-line"  proposition  in  which  Mr.  Smith  and  his  two 
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Exhibit  1 

Franklin  Leather  Company 

(Manufacturers  of  Glazed  Kid) 

Balance  Sheet  Net  Change  in  Balances 

U/30/35           5/31/45  Dr.  Cr. 

Assets 

Cash  $     75,958.28    $  377,026.24      $  301,067.96   

Accounts  Receivable                       270,493-82       330,495-01  60,001.19 

Merchandise— Finished                    322,725-44        107,573-94    $  215,151.50 

Merchandise— Unfinished                 247,534.03        169,413-44    78,120.59 

Raw  Material                                 237,978.08        257,654.88  19,676.80   

Material  and  Supplies                        12,221.56         46,384.27  34,162.71   

Government  Holdings                                             318,182.13  318,182.13   

Total  Active  Assets  $1,166,911.21  $1,606,729.91   


Land   144,919.50 

Buildings   450,374.82 

Machinery  and  Equipment   257,267.56 

Prepaid  Expenses   7,533-56 

Cash  Value  of  Life  Insurance   145,824.26 

Notes  Receivable — Officers  and 

Employees   4,454.00 

Other  Assets   24,392.63 

Total  Noncurrent  Assets  $1,034,766.33 

Total  $2,201,677-54 

Liabilities 

Open  Accounts  $  49,753-55 

Accruals   45,843-41 

Letters  of  Credit,  Drafts,  and 

Other  Liabilities   434,166.36 

Total  Quick  Debt  $  529,763-32 

Mortgages  or  Liens — Real  Estate. .  33,000.00 

Ground  Rent   198,000.00 

Total  Debt  $  760,763-32 

Contingent   (300,889-85) 

Capital  Stock— Preferred   330,000.00 

Capital  Stock— Common .....   330,000.00 

Surplus  and  Profits   398,777.36 

Reserves  Depreciation   382,136.86 

Total  $2,201,677.54 


149,649.50  4,730.00   

462,178.08  11,803-26   

330,877.48  73,609-92   

18,660.71  11,127.15   

73,137-33    72,686.93 

26,878.50  22,424.50   

55,449.20  31,056.57   

$1,116,830-80   

$2,723,560.71   


$     50,623-41    869.86 

31,843-01  14,000.40   

90,036.52  344,129.84   

$  172,502.94   

  33,000.00   

  198,000.00   

$  172,502.94   


330,000.00   

330,000.00  

$1,355,432.68    956,655-32 

535,625.09    153,488.23 


$2,723,560.71       $1,476,972.43  $1,476,972.43 


salesmen  had  grown  up  with  their  Franklin  Leather  Company  custom- 
ers and  friends. 

Mr.  Smith  and  the  salesmen  called  on  representatives  of  the  large 
shoe  companies  with  whom  they  were  individually  best  acquainted.  Mr. 
Kelly  also  made  calls  from  time  to  time  when  special  questions  of  price 
arose.  The  salesmen  consummated  sales  on  the  basis  of  price  and  quality 
subject  to  inspection  on  arrival.  Since  there  were  so  many  variations 
in  skins  and  tanning  runs,  the  personal  reputation  of  the  salesmen  over 
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the  years  had  a  controlling  influence  in  relations  with  customers.  Ac- 
cording to  Mr.  Forsythe,  the  price  had  to  be  right,  but  intangible  re- 
lations determined  sales.  (During  World  War  II,  the  government,  in 
effect,  took  all  skins  and  allocated  them  to  tanners  at  a  fixed  price.  The 
government  also  set  ceilings  on  tanned  skins. )  Mr.  Smith  and  Mr.  Kelly 
took  Merritt  Franklin  with  them  on  calls  and  introduced  him  to  all  the 
major  customers. 

Exhibit  2 

Franklin  Leather  Company 

Operating  Data 

11  Months  6  Months 

Ending  Ending 

11/30/35  5/3/45 

Sales  $2,257,219.13  $1,873,720.00 

Annual  profits  (before  taxes  1945)                         159,117.71  329,527.64 

Other  income   51,230.48   

Annual  dividends                                               46,200.00  54,752.50 

Other  outgo   ,  

Net  to  surplus                                                  164,148.18  274,775-14 

Total  active  assets                                          1,166,911.21  1,606,729.92 

Total  quick  liabilities                                        529,763-32  172,502.94 

Working  capital                                               637,147-89  1,434,226.98 

Other  net  assets  (excluding  intangibles)              1,026,769-33  567,730-70 

Total  $1,663,917-21  $2,001,967.68 

Less  fixed  liabilities   231,000.00   

Less  other  reserves   382,136.85   

Net  worth  (tangible)  $1,050,780.36  $2,001 ,967.68 


After  Merritt  Franklin's  discharge  from  the  Army  late  in  1945,  Mr. 
Kelly  took  him  on  a  trip  to  South  America  to  meet  the  buying  agents. 
Before  the  war,  Merritt  had  worked  in  the  inspection  and  receiving  de- 
partment long  enough  to  become  familiar  with  grades  and  price  dif- 
ferentials. 

Mr.  Forsythe  and  Mr.  Williams  had  conferred  frequently  to  appraise 
Merritt  Franklin's  ability  in  terms  of  his  father's  will.  They  were  agreed, 
by  the  time  of  his  discharge  from  the  Army,  that  Merritt  had  proved 
he  was  not  a  "ne'er-do-well."  He  got  along  well  with  the  organization 
and  didn't  squander  his  money.  He  knew  the  main  problems  in  produc- 
tion and  sales.  About  the  only  thing  they  weren't  sure  of  was  his  judg- 
ment of  price  trends  and  buying  ahead.  Mr.  Forsythe  felt  that  Mr.  Kelly 
knew  a  good  thing  when  he  saw  it  and  would  be  glad  to  stay  on  as  a 
consultant  on  buying  or  as  chairman  of  the  board.  Mr.  Forsythe  and 
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Mr.  Williams  also  were  both  willing  to  remain  on  the  board  if  asked  by 
Merritt  Franklin. 

Financial  statements  for  the  period  just  prior  to  Mr.  Franklin's  death 
and  for  1945  are  shown  in  Exhibits  1  and  2. 

PFEIFER  OIL  COMPANY 

Mr.  Forsythe  had  been  instrumental  in  working  out  arrangements  to 
finance  the  Pfeifer  Oil  Company  expansion  before  and  during  World 
War  II.  The  Merchants  National  Bank  had  been  the  only  bank  con- 
nection during  the  years  in  which  the  Pfeifer  Oil  Company  had  become 
one  of  the  largest  independent  distributors  of  oil  and  gasoline  in  the 
Providence  area.  Sales  amounted  to  about  $8,000,000  a  year,  although 
net  worth  was  only  $750,000.  Capital  was  practically  all  invested  in 
fixed  assets.  At  the  peak  of  expansion,  Mr.  Forsythe  was  invited  to  be- 
come a  director  of  the  company. 

Mr.  Robert  W.  Perkins  was  president  of  the  Pfeifer  Oil  Company, 
and  its  dominant  stockholder.  He  gave  independent  oil-burner  dealers 
a  commission  on  contracts  they  secured  for  fuel  oil  to  be  delivered  by 
the  Pfeifer  Oil  Company.  Mr.  Perkins  also  had  developed  a  compre- 
hensive oil-burner  service  which  he  made  available  to  associated  inde- 
pendent oil-burner  dealers.  This  service  included  a  direct  emergency 
telephone  connection  with  offices  of  the  oil-burner  dealers.  This  tele- 
phone arrangement  automatically  connected  the  Pfeifer  Oil  Company's 
service  department  with  the  customer  calling  any  of  the  subscribing 
oil-burner  dealers.  Mr.  Perkins  also  had  arranged  an  accounting  and 
billing  service  which  took  care  of  billing  the  service  customers  for  the 
oil-burner  dealers. 

The  Pfeifer  Oil  Company  had  made  a  practice  of  never  giving  data 
to  credit  agencies  because  of  the  intense  competitive  situation.  Mr. 
Forsythe  believed  that  this  policy  accounted  for  some  of  the  rumors 
about  the  condition  of  the  company  that  arose  from  time  to  time.  He 
had  made  independent  studies,  satisfying  himself  that  the  rumors  were 
unfounded. 

Even  the  Pfeifer  Oil  Company's  own  certified  public  accountants 
found  it  difficult  to  get  clear,  unemotional  pictures  of  the  Pfeifer  Oil 
Company.  Mr.  Perkins  just  did  not  care  about  technicalities,  and  he  was 
the  "whole  show."  Mr.  Forsythe  had  learned  over  the  years  that  every- 
body else  in  the  organization  did  what  they  were  told  to  do;  but,  owing 
to  the  ability  of  Mr.  Perkins,  it  was  a  highly  efficient  organization.  The 
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auditors  stated  in  their  certificate  that  trade  acceptances,  discounted  by 
the  Merchants  National  Bank,  did  not  represent  actual  deliveries.  How- 
ever, Mr.  Forsythe  found  upon  personal  investigation  that  the  accept- 
ances were  properly  secured  by  warehouse  receipts  of  an  independent 
warehouse  company  (controlled  by  Pfeifer  Oil  Company)  delivered  to 
the  Pfeifer  Oil  Company  customers  for  stocks  held  for  their  account 
in  the  only  available  storage  facilities. 

Mr.  Forsythe  was  convinced  that  Mr.  Perkins  knew  his  way  around 
in  the  oil  business  and  was  not  dismayed  by  large  competitors  or  any 
traditions  and  formalities.  He  illustrated  this  point  by  a  suit  that  Mr. 
Perkins  profitably  prosecuted  against  one  of  the  major  companies  for 
failing  to  fulfill  contracts  for  delivery  to  the  Pfeifer  Oil  Company. 

Tension  in  the  local  fuel  oil  trade  reached  a  climax  during  the  heating 
season  of  1942—43-  Mr.  Perkins  had  seen  tankers  being  sunk  and  started 
early  in  the  spring  to  build  up  stocks  to  take  care  of  his  industrial  and 
domestic  customers  during  the  winter.  He  talked  over  his  program  with 
Mr.  Forsythe,  and  the  two  of  them  worked  out  a  credit  formula.  On 
this  basis,  the  Merchants  National  Bank  at  one  point  had  loaned  the 
Pfeifer  Oil  Company  more  than  $3,215,000. 

It  was  during  this  critical  period  when  the  loan  was  at  its  peak  and 
conditions  in  the  industry  were  unsettled  that  Mr.  Perkins  approached 
Mr.  Forsythe  about  becoming  a  director  of  the  Pfeifer  Oil  Company. 
Advances  on  the  oil  represented  inflated  values  arising  from  costs  of 
wartime  transportation,  and  no  one  knew  what  kind  of  government 
subsidies  could  be  negotiated  by  representatives  of  the  industry.  Mr. 
Perkins  said  that  he  understood  the  concern  that  the  Merchants  National 
Bank  might  feel  about  the  large  credit  extended  to  the  Pfeifer  Oil 
Company  and  that  he  would  be  very  happy  to  have  Mr.  Forsythe  on 
his  board. 

Mr.  Perkins  already  had  secured  some  outstanding  businessmen  as 
directors.  He  was  acknowledged,  even  by  his  competitors,  to  be  an 
unusually  able  and  aggressive  merchant,  and  he  had  an  enviable  reputa- 
tion with  hundreds  of  retail  customers.  Mr.  Perkins'  board  included  Mr. 
Murdock,  president  of  a  local  steel  company  that  made  domestic  oil 
tanks.  Another  member  of  the  board  was  a  large  truck  dealer  with 
whom  the  Pfeifer  Oil  Company  had  made  arrangements  for  fleet  mainte- 
nance. Mr.  Perkins  also  had  secured  as  a  director  one  of  the  vice- 
presidents  of  the  Lone  Star  Petroleum  Company,  which  assured  the 
Pfeifer  Oil  Company  of  a  major  part  of  its  oil  requirements. 

Mr.  Forsythe  discussed  the  invitation  with  Mr.  Steven  Taylor,  presi- 
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dent  of  the  Merchants  National  Bank.  Mr.  Forsythe  explained  that  he 
already  had  all  of  the  data  that  he  felt  necessary  to  justify  the  credit 
extended  to  the  Pfeifer  Oil  Company.  Furthermore,  he  had  always  had 
complete  access  to  any  additional  information  that  he  wished.  In  fact, 
he  had  been  in  daily,  if  not  almost  hourly,  contact  during  some  of  the 
periods  of  greatest  stress. 

Mr.  Taylor  and  Mr.  Forsythe  also  discussed  the  possible  reaction  of 
the  Merchants  National  Bank  board  if  Mr.  Forsythe  were  to  become  a 
director  of  the  Pfeifer  Oil  Company.  Some  of  the  directors  were  directly 
or  indirectly  interested  in  the  oil  business. 

Finally,  Mr.  Forsythe  and  Mr.  Taylor  concluded  that  the  bank  had 
no  security  to  gain  by  having  an  officer  go  on  the  board  of  the  Pfeifer 
Oil  Company.  Furthermore,  the  trade  position  of  the  Pfeifer  Oil  Com- 
pany might  be  jeopardized  in  this  period  of  crisis  if  the  name  of  a  bank 
officer  were  to  be  listed  among  the  directors.  Mr.  Forsythe  felt  that  he 
would  have  additional  difficulty  in  answering  credit  inquiries  about  the 
Pfeifer  Oil  Company  if  he  had  to  explain  why  he  had  gone  on  to  the 
board  at  this  time. 

In  explaining  his  refusal  to  go  on  the  board  of  the  Pfeifer  Oil  Com- 
pany, Mr.  Forsythe  commented  to  Mr.  Perkins  that  under  other  circum- 
stances it  would  have  been  of  real  interest.  As  it  was,  Mr.  Perkins 
welcomed  his  opinion  about  liquidating  inventories  and  other  business 
problems.  As  a  result  of  these  discussions  with  Mr.  Forsythe,  Mr.  Per- 
kins had  completely  liquidated  the  abnormally  large  stock  by  June, 
1944.  Also  he  cut  receivables  down  to  normal  proportions  by  June, 
1945. 

THE  PINE  TREE  .RIVET  COMPANY 

Mr.  James  Forsythe  met  Mr.  John  Knoll  at  a  university  alumni  asso- 
ciation banquet  in  New  York  in  1936.  Mr.  Knoll  found  Mr.  Forsythe's 
aggressive  attitude  toward  credit  policy  most  congenial.  He  arranged 
to  continue  their  discussion  in  Mr.  Forsythe's  office  a  few  days  later 
when  he  planned  to  be  in  Providence. 

Mr.  Knoll  was  graduated  from  West  Point  in  1912.  He  later  took 
some  advanced  engineering  courses  and  in  1917  completed  a  special 
course  in  business  administration  at  Mr.  Forsythe's  alma  mater.  During 
World  War  I,  he  served  as  a  colonel  in  the  Quartermaster  Corps,  located 
in  Washington.  After  the  war  he  went  to  Boston  and  there  became  a 
successful  insurance  consultant  and  acquired  a  comfortable  fortune. 

Throughout  his  career  in  Boston,  Mr.  Knoll  maintained  his  interest 
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in  business  management.  He  frequently  expressed  to  his  friends  his 
desire  to  own  and  manage  a  small  business.  In  contacts  with  his  insur- 
ance customers,  he  kept  alert  to  the  possibility  of  finding  some  business 
that  he  might  take  over. 

In  1933,  Mr.  Knoll  bought  the  Union  Manufacturing  Company  in 
Brockton,  Massachusetts,  for  $1,200  at  auction.  He  found  a  capable 
local  manager,  and  early  in  1936  sold  his  interest  for  $35,000.  The 
successful  outcome  of  the  venture  convinced  Mr.  Knoll  that  he  ought 
to  go  into  business  for  himself,  and  he  closed  out  his  insurance  practice. 

When  Mr.  Knoll  came  down  to  Mr.  Forsythe's  office,  he  went  over 
some  of  the  business  prospects  and  problems  of  the  Pine  Tree  Rivet 
Company  of  Providence.  The  business  was  owned  by  George  Lewis. 
Mr.  Knoll's  attention  had  been  called  to  the  Pine  Tree  Rivet  Company 
by  Edward  Kendall,  a  New  York  investment  broker.  Mr.  Kendall  had 
planned  to  register  the  company  with  the  Securities  Exchange  Commis- 
sion and  distribute  the  stock  publicly.  Mr.  Knoll  characterized  Mr.  Ken- 
dall as  a  pretty  fast  operator.  He  had  spent  $20,000  on  preliminary 
surveys  and  arrangements  but  could  not  get  a  statement  in  satisfactory 
shape  for  the  Securities  Exchange  Commission.  After  some  months  of 
these  fruitless  negotiations,  Mr.  Knoll  had  about  decided  to  go  ahead 
without  Mr.  Kendall  and  his  associates.  He  thought  he  could  buy  Mr. 
Lewis'  majority  stock  interest  and  hold  it  for  himself. 

George  Lewis  was  an  inventor.  He  had  developed  a  unique  automatic 
rivet-setting  machine,  as  well  as  processes  for  making  tubular  rivets.  Mr. 
Lewis,  however,  had  a  number  of  other  inventions  in  mind  which  he 
was  developing  in  a  separate  plant  in  Connecticut.  These  took  the  center 
of  his  attention,  although  he  still  attempted  to  manage  the  Pine  Tree 
Rivet  Company.  Later  Mr.  Forsythe  learned  that  Mr.  Lewis  had  had 
some  good  people  under  him  but  that  they  had  no  real  opportunity  to 
take  initiative.  The  sales  manager,  Mr.  Edmunds,  later  showed  excellent 
judgment  in  pricing  and  setting  sales  territories  for  the  six  salesmen. 
Most  of  the  150  employees  were  under  the  direct  supervision  of  a 
foreman  reporting  to  Mr.  Lewis. 

The  company  had  frozen  loans  of  $30,000  in  one  Providence  bank 
and  had  $47,000  in  commercial  paper  spread  among  fifteen  smaller 
banks  in  New  England. 

Mr.  Forsythe  worked  with  Mr.  Knoll  on  a  plan  to  refinance  the 
credit  arrangements  of  the  Pine  Tree  Rivet  Company.  During  the  dis- 
cussions Mr.  Forsythe  learned  more  of  Mr.  Knoll's  philosophy  and 
methods.  His  respect  increased  and  in  spite  of  the  "shoe-string"  appear- 
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ance  of  the  figures,  Mr.  Forsythe  made  the  following  recommendation 
to  the  loan  committee  of  the  Merchants  National  Bank: 

Pine  Tree  Rivet  Company 

Recommendation 

Loan  $77,000  to  be  used  to  take  up  loans  of  old  management  held  by  sixteen 
banks. 

Reasons  for  Recommendation 

1.  Company  in  quite  comfortable  working  capital  position. 

2.  At  rate  at  which  it  is  going,  probably  will  pay  down  regularly  and  expect 
to  redeem  obligation  by  June  30,  1937.  Apparently  no  necessity  for  addi- 
tional loans  or  capital. 

3.  Prospects  for  immediate  future  extremely  bright. 

4.  Management  strong,  aggressive,  and  well  qualified  to  handle  company's 
operations.  Active  head  owns  majority  interest.  Will  be  resident  manager 
contrasted  to  previous  absentee  management  and  control. 

5.  By  handling  this  credit  now  we  can  secure  a  fair-sized  and  valuable  ac- 
count. Cash  balances  are  substantial. 

6.  Logical  move  at  this  time;  account  now  at  (  )  but  management 
new  to  Providence,  friendly  to  this  bank,  is  desirous  of  doing  business 
here.  Management  has  no  personal  connections  at  (  )  at  present 
time. 

Business 

Two  main  phases  of  business:  manufacture  and  sale  of  tubular  rivets;  and 
manufacture  and  sale  of  rivet-setting  machines.  Tubular  rivets  are  manufactured 
from  brass,  copper,  steel,  and  aluminum.  For  rivet-setting  machines,  sold  to 
heavy  users,  rough  castings  are  made  by  other  concerns,  then  assembled  with 
patented  parts  designed  and  manufactured  by  the  Pine  Tree  Rivet  Company. 
Other  products  include  wide  variety  metal  stampings  and  "spots"  for  use  on 
furniture,  suitcases,  golf  bags,  hand  bags,  and  trunks. 

Market  for  Products 

Market  for  industrial  rivets  is  widespread.  Partial  list  of  uses  follows: 

knife  handles  fuses  radios 

ball  bearings  screens  beds 

spark  plugs  wheels  tools 

brake  linings  brooms  sewing  machines 

trunks  &  locks  metal  boxes  electric  instruments 

leather  products  furniture  measuring  instruments 

switches  bags  brushes 

overalls 


In  order  to  round  out  use  of  present  stamping  equipment,  machines  may  be 
used  for  wide  variety  of  stamped  articles,  not  taken  advantage  of  by  old  manage- 


128 


POLICY  FORMULATION  AND  ADMINISTRATION 


ment.  There  are  a  number  of  allied  lines  which  may  be  added  without  any 
appreciable  capital  investment.  Company  not  dependent  upon  any  one  outlet 
for  its  products.  Currently  about  30%  of  the  output  goes  into  the  automobile 
industry.  This  is  a  problem,  however,  which  the  present  management  expects 
to  investigate  and  develop  for  the  purpose  of  obtaining  an  even  more  diversified 
distribution  of  its  products  in  the  industrial  field. 

Management 

President,  active  manager,  and  owner  of  majority  control  is  John  Knoll. 
About  forty-five  years  old,  married,  three  children.  Mr.  Knoll  is  well  qualified  by 
education,  training,  and  experience  to  handle  company's  affairs.  Excellent  record 
as  successful  businessman. 

George  Lewis,  former  president,  is  associated  with  the  company  under  a  six- 
year  contract  at  $6,000  per  year.  He  has  no  executive  powers  whatsoever,  but 
confines  his  activity  to  experimental  and  development  work.  Will  supervise 
changing  of  present  method  of  making  rivets  now  being  used  at  Pine  Tree  Rivet 
Company  to  new  improved  method.  Mr.  Lewis  has  no  authority  to  commit  the 
company  in  any  way  regarding  purchasing,  financing,  or  selling.  It  was  largely 
due  to  his  lack  of  ability  along  these  lines  that  put  the  company  in  difficulty. 

Financial  Condition 

Ample  working  capital;  good  current  earnings  record.  (Memo  continued 
with  detailed  description  of  accounts  on  financial  statement.) 

General 

New  management,  John  Knoll,  known  to  our  bank,  and  a  personal  friend  of 
our  Mr.  Forsythe.  Mr.  Knoll  came  to  Mr.  Forsythe  for  advice  in  formulating 
his  plans  to  buy  out  old  interest  and  for  aid  in  carrying  them  through.  Mr.  For- 
sythe had  been  in  somewhat  intimate  contact  with  the  new  setup  and  operations 
for  several  months.  Mr.  Knoll  seemed  to  like  our  methods  and  was  friendly  to  us. 

January  11,  1937  James  Forsythe 

Mr.  Knoll  had  determined  that  he  wanted  to  surround  himself  with 
a  board  of  directors  who  could  supplement  his  experience.  He  asked 
Mr.  Forsythe  to  become  a  director  and  to  help  him  put  into  effect  the 
financial  rearrangements  that  Mr.  Forsythe  had  outlined. 

In  talking  to  Mr.  Steven  Taylor,  president  of  the  Merchants  National 
Bank,  about  the  invitation,  Mr.  Forsythe  concluded  that  almost  anyone 
would  be  flattered  to  serve  on  the  Pine  Tree  Rivet  Company  board.  Mr. 
Knoll  was  a  sound  aggressive  businessman,  the  other  directors  were 
honest  citizens,  and  there  was  an  interesting  problem  to  be  worked  out. 
Furthermore,  a  director  could  be  sort  of  a  shield  to  ward  off  the  other 
bankers  as  Mr.  Knoll  became  better  known  in  Providence.  "Accounts 
can  be  weaned  away." 

The  small  stockholders  who  had  been  interested  in  the  company  by 
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Mr.  Lewis  and  by  Mr.  Kendall's  investment  house  were  represented  on 
the  board,  in  a  sense,  by  John  Sumner,  Esquire,  of  New  York.  He  had 
been  attorney  in  the  unfruitful  registration  episode.  Mr.  Forsythe  con- 
sidered Mr.  Sumner  to  be  a  very  able  corporate  lawyer  and  a  satisfactory 
representative  for  the  minority  stock  owners.  Mr.  Knoll  was  always 
careful  to  see  that  these  minority  stock  owners  were  carefully  considered. 
There  were  about  200  of  them. 

Another  director,  Mr.  Robert  Larsen,  owned  a  sizable  minority  in- 
terest. He  had  been  a  brigadier  general  in  World  War  I  and  subse- 
quently settled  in  Boston.  He  had  been  an  insurance  associate  of  Mr. 
Knoll  and  a  close  personal  friend.  He  was  also  a  man  of  substantial 
means. 

Mr.  M.  J.  Goldman  was  personal  attorney  for  Mr.  Larsen  and  had 
impressed  Mr.  Forsythe  with  his  counsel  on  corporate  law. 

Robert  Wilson  also  was  a  close  friend  of  Mr.  Knoll  and  vice-president 
of  the  Boston  National  Bank  and  Trust  Company.  Mr.  Wilson  had 
wide  business  connections  and  a  critical  point  of  view  toward  expansion. 

Mr.  Knoll  confided  in  Mr.  Forsythe  that  he  also  felt  the  need  for 
counsel  on  manufacturing,  production,  and  labor  relations.  He  did  not 
need  the  kind  of  technical  advice  on  plant  layout  that  one  would  expect 
to  get  from  an  industrial  engineering  firm.  He  felt  a  need  for  someone 
who  understood  his  general  objectives  and  could  raise  questions  of  pol- 
icy on  a  high  level.  The  kind  of  question  that  Mr.  Knoll  was  concerned 
with  had  to  do  with  scrapping  all  of  their  header  machines  for  a  new, 
higher  output  style.  He  felt  that  he  needed  to  know  the  facts  to  consider, 
and  also  the  timing.  In  due  course,  Mr.  Forsythe  was  able  to  put  Mr. 
Knoll  in  contact  with  Mr.  Henry  Patterson,  hardware  manufacturer  and 
wholesale  dealer  in  Providence.  Mr.  Patterson  was  glad  to  serve  on  the 
board  because  of  the  contacts  with  the  other  directors.  His  judgment  was 
valued  by  Mr.  Knoll  because  of  his  wide  experience  with  somewhat 
similar,  although  not  competing,  companies. 

Procedure  in  working  with  the  directors  varied  from  question  to 
question.  Ordinarily,  Mr.  Knoll  would  call  on  the  directors  about  the 
specific  problems  on  which  that  director  might  have  some  contribution 
to  make.  Mr.  Forsythe  illustrated  this  by  commenting  on  frequent  calls 
from  Mr.  Knoll  about  extending  credit  to  customers,  or  about  financing 
of  equipment.  Mr.  Forsythe  also  knew  that  in  regard  to  the  scrapping 
of  the  header  machines  alternatives  had  been  thrashed  out  thoroughly 
with  Mr.  Patterson.  After  the  question  had  been  clarified,  however,  Mr. 
Knoll  presented  the  issues  at  a  meeting  of  the  full  board. 
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Board  meetings  were  perfunctory.  Mr.  Forsythe  emphasized  that  the 
main  work  of  the  directors  was  in  conferring  with  Mr.  Knoll.  Meetings 
were  held  sometimes  in  New  York.  In  the  opinion  of  Mr.  Forsythe, 
this  was  primarily  an  occasion  for  a  "night  in  the  big  city."  Directors' 
fees  in  the  Pine  Tree  Rivet  Company  were  $20  a  meeting.  However, 
since  most  of  their  service  was  in  informal  consultation,  the  annual 
compensation  was  nominal.  Mr.  Forsythe  felt  that  this  was  one  reason 
for  favoring  an  annual  retainer  fee  for  directors.  The  minutes  of  meet- 
ings covered  only  the  motions  required  by  law  or  by  other  corporate 
formalities.  Copies  of  the  minutes  were  sent  to  all  directors  after  the 
meeting.  Mr.  Forsythe  had  accumulated  so  many  analyses  of  the  Pine 
Tree  Rivet  Company  that  he  did  not  keep  the  minutes  in  his  credit  files. 

Mr.  Forsythe  studied  reports  received  by  the  directors  in  the  Pine  Tree 
Rivet  Company  by  first  having  his  assistant  summarize  the  facts  in  a 
standard  form.  This  short-form  credit  analysis  was  one  of  Mr.  Forsythe's 
early  contributions  to  the  loan  department  of  the  Merchants  National 
Bank.  Mr.  Forsythe  used  the  graphic  portrayal  of  the  flow  of  funds  to 
keep  Mr.  Knoll  from  freezing  working  capital  in  plant  expansion. 

The  form  reproduced  as  Exhibit  3  (pp.  131-32 )  showed  the  situation 
early  in  1945  when  the  Pine  Tree  Rivet  Company  board  had  decided 
to  ask  the  Merchants  National  Bank  for  a  $150,000  line  of  credit.  Mr. 
Forsythe  had  a  special  cumulative  binder  for  the  single  sheets  on  which 
the  data  were  presented. 

Mr.  Forsythe  also  found  his  graphic  flow  of  funds  statement  was 
useful  in  keeping  the  board  from  declaring  dividends  on  the  basis  of 
an  apparently  large  bank  account.  Mr.  Larsen  had  urged  the  directors 
to  declare  a  dividend  in  1943.  The  Pine  Tree  Rivet  Company  sent  a 
printed  report  to  its  stockholders  annually.  This  included  a  letter  from 
the  president  discussing  sales,  contract  renegotiation  proceedings,  ex- 
pansion, and  other  activities  of  the  year.  The  financial  statements  certi- 
fied by  public  accountants  at  the  end  of  1943  showed  an  increase  of 
$125,000  in  cash.  Mr.  Larsen  felt  that  he  and  the  other  small  stock- 
holders were  entitled  to  some  of  this  cash. 

The  whole  issue  was  thrashed  out  at  great  length  among  the  directors. 
Mr.  Forsythe  pointed  out  that,  although  they  had  money  in  the  bank, 
there  was  going  to  be  need  for  cash  in  the  period  of  readjustment  after 
the  war.  He  added  that  their  dividend  policy  had  always  been  irregular. 
Mr.  Forsythe  concluded  that  the  only  safe  policy  was  to  clear  up  their 
commitments  and  save  their  cash. 

Mr.  Knoll  agreed  to  this  point  of  view.  He  argued  that  he  had  never 
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made  any  commitments  to  the  small  stockholders  and  that  they  had 
bought  with  their  eyes  wide  open  to  the  risks. 

In  1944,  Mr.  Knoll  called  on  Mr.  Forsythe  to  discuss  the  purchase 
of  an  additional  rivet  company  in  Bridgeport.  Mr.  Forsythe  told  Mr. 
Knoll  that  he  would  be  glad  to  make  a  credit  analysis  of  the  other  com- 
pany. He  was  emphatic,  however,  that  as  a  director,  he  would  object  to 
the  acquisition.  He  told  Mr.  Knoll:  "You  have  only  so  much  managerial 
ability.  If  you  buy  this  company,  you  will  be  spreading  yourself  too 
thin."  Mr.  Knoll  ultimately  agreed  with  Mr.  Forsythe. 

Soon  after  this  decision,  Mr.  Knoll  was  approached  by  a  large  manu- 
facturer who  offered  to  buy  the  Pine  Tree  Rivet  Company  at  a  substan- 

Exhibit  3 

Pine  Tree  Rivet  Company 


Providence — Manufacturers  of  Rivets  and  Riveting  Equipment 
For  Approval  Line  $150,000  Unsecured 
LOANS 


High 

Low 

Balances 

1942  

$  80,000 

$69,200 

1943  

125,000 

41,600 

1944  

80,000 

39,100 

1945  

(Off  since  10/1/44) 

3,500  (2  mos.) 

Account  opened  2/3/37.  Present  management,  headed  by  majority  stock- 
holder, John  Knoll,  acquired  control  12/6/36.  Since  that  time  the  company  had 
made  steady  progress  through  excellent  earnings,  and  its  financial  picture  is  well 
balanced.  In  rounding  out  its  line  and  improving  its  manufacturing,  there  has 
been  a  considerable  investment  in  machinery  and  equipment.  However,  no  ma- 
terial conversion  problems  are  anticipated  as  the  company  is  manufacturing  the 
same  products  and  selling  to  the  same  customers  as  in  normal  years. 

Starting  with  $77,000  loaned  in  1937,  we  have  advanced  varying  amounts 
from  time  to  time,  reaching  a  peak  of  $125,000  in  1943.  Our  experience  has 
been  entirely  satisfactory  and  Line  is  recommended. 

R.  Bradley,  Asst. 

James  Forsythe,  Vice-President 


changes:  12/31/43—12/31/44  (1  year)  (00's  omitted) 


C.A. 

C.&A. 

C.L. 

W.C. 

C.R. 

T.L. 

N.W. 

Sales 

Profits 

44  

256.0 

95.4 

86.7 

169.3 

2.95 

118.9 

393.8 

1,266.8 

25.2 

43  

349.1 

192.7 

195.4 

153-7 

1.79 

228.3 

373.8 

1,328.5 

34.1 

Change  

-93.1 

-97.3 

-108.7 

+15.6 

... 

-109.4 

+20.0 

-61.7 

-8.9 
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Yc3.r  Ending 
12/31/43 

Per  Cent 

Yccir  Ending 
12/31/44 

Per  Cent 

Net  Sales  

Cost  of  Sales  

Gross  Profit  

Operating  Expenses  

Operating  Profit  

Other  Income  

Other  Deductions  

Profit  before  Taxes  

Reserve  for  Income  Taxes. . 

Net  Profit  

1,328.5 
1,047.4 

100.00 

78.84 

1,266.8 
1,016.4 

100.00 

80.23 

281.1 
177.7 

21.16 
13-38 

250.4 
207.6 

19.77 
16.39 

103.4 
6.4 

7.78 
0.48 

42.8 
9.6 

3-38 
0.76 

109.8 
10.7 

8.26 
0.80 

52.4 
7.1 

4.14 
0.56 

99.1 
65.0 

7.46 
4.89 

45.3 
20.1 

3.58 
1.59 

34.1 

2.57 

25.2 

1.99 

Use  of  Funds 


Dividends   13.8 


Source  of  Funds 

Current  Net  Profits   25.2 

Prior  years  refunds,  etc   7.9 


Total  Decrease   13. 


Total  Increase   33.1 


Resulted  in  an  Increase  in  Net  Worth  of   19.3 

Distributed  as  Follows: 
Deferred  Income  |  4.9^  | 

Fixed  and  Noncurrent  Accounts 


Plant  and  Equipment  +  25. 

Cash  Value  of  Life  Insurance .  .  .  +  2.41 
Mortgages  Payable  —  0.7 


Prepaid  Expenses  

Advance  Purchase  of  Machinery- 
Machines  Out  of  Plant  on  Lease ; 

Patents,  Formulas,  etc  

Reserved  for  Depreciation  ./+  20.5 


Total  Increase . 


28.1 


Total  Decrease  /. .  29.3 

Net  Decrease  


Working  Capital 

Finished  Merchandise  +  12.8 

Work  in  Process  +  2.7 

Bank  Debt  -  70.0 

Due  Smaller  War  Plants  Corp. . .—  3-3 
Accrued  Miscellaneous  Taxes. . .  —  8.2 
Miscellaneous  Accounts  Pay- 
able -  2.5 

Reserve:  for  Income  Taxes  —  46.7 


Total  Increase   146. 2j 

Net  Increase   |  15.6* 

20.5 


55.1 
42.2 

Accounts  Receivable  

Raw  Material  

11.3 

....+ 

12.4 

....+ 

4.6 

....+ 

5-0 

Total  Decrease   130.6 


20.5 
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Exhibit  4 

Pine  Tree  Rivet  Company 

Manufacturers  of  Rivets  and  Riveting  Equipment 

Balance  Sheet  Net  Change  in  Balances 

Assets                           12/31/35        12/31/44  Dr.  Cr. 

Cash  $  51,915.20   $  32,118.82    $  19,796.38 

Accounts  Receivable— Net   33,484-32       63,270.80       $  29,786.48   

Merchandise— Finished   85,766.18       49,385-61    36,380.57 

Merchandise— Unfinished   44,067.07  44,067.07   

Raw  Material     67,174-02  67,174.02   

Total  Active  Assets  $171,165-70  $256,016.32   

Land,  Buildings,  Equipment,  etc   438,466.58     573,224.78  134,758.20   

Prepaid  Expenses   2,556.80        4,716.67  2,159-87   

Other  Assets   78,632.73       68,276.08    10,356.65 

Deficit   148,259-90      148,259.90 

Total  Noncurrent  Assets  $519,656.11  $646,217-53   


Total  $839,081.71  $902,233-85   

Liabilities 

Notes  Payable . .  $  83,573-27    $83,573-27   

Open  Accounts                                        6,593-77  $  33,337-89    26,744.12 

Accruals                                                  3,630.80  18,315-04    14,684.24 

Reserve  for  Taxes                                       3,410.50  20,147.93    16,737.43 

Miscellaneous  Taxes   6,838.82    6,838.82 

Defense  Bond  Deductions  and  Taxes     8,066.91    8,066.91 

Total  Quick  Debt  $  97,208.34  $  86,706.59   

Mortgages  or  Liens— Real  Estate,  First ..  .    55,000.00  32,175-00  22,825.00   

Second  Mortgage                                    110,000.00    110,000.00   

Notes  Payable  Stockholders,  Due  2/28/41    18,839.65    18,839.65   

Total  Debt  $281,047.99  $118,881.59   

Wage  Certificates  Exchanged  for  Preferred 

Stock                                                   3,725-62    3,725.62   

Capital  Stock— Preferred                             19,690.00    19,690.00   

Capital  Stock— Common                          278,414-33  275,116.60  3,297-73   

Surplus  and  Profits— Capital   24,852.76    24,852.76 

Surplus  and  Profits— Earned   116,860.25    116,860.25 

Reserve— Depreciation                             256,203-77  366,522.65    110,318.88 

Total  $839,081.71  $902,233-85  $539,896.91  $539,896.91 


tial  profit  to  Mr.  Knoll.  Again  he  came  down  to  the  Merchants  National 
Bank  and  had  a  long  discussion  with  Mr.  Forsythe.  Mr.  Forsythe  ac- 
knowledged that,  so  far  as  the  bank  was  concerned,  he  would  like  to 
see  Mr.  Knoll  continue  the  management,  since  their  account  was  attrac- 
tive. The  prospective  purchaser  had  its  principal  banking  connections 
in  Boston.  However,  Mr.  Forsythe  pointed  out  that  Mr.  Knoll  had  no 
one  to  succeed  him.  His  son  was  a  graduate  of  West  Point  and  wanted 
to  go  into  aviation.  Because  the  original  plans  to  sell  the  stock  publicly 
had  not  materialized,  Mr.  Knoll's  entire  fortune  was  invested  in  the 
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Exhibit  5 

Pine  Tree  Rivet  Company 


Operating  Data 


Periods  Ending 

12/31/35 

1  9  IT.  1  IA-A. 
L Z / J  1 / tt 

Sales  

$434,623.70 
15,536.65 

$1,266,823.42 
45,324.27 
25,'l76.34 
7,853.31 
13,755.83 
19,273.82 

256,016.32 
86,706.59 
169,309.73 
256,680.39 

Annual  profits  (before  taxes)  

(after  taxes)  

Other  income  

Annual  dividends  

Net  to  surplus  

15,536.65 

171,165.70 
97,208.34 
73,957.36 

186,624.78 

Total  active  assets  

Total  quick  liabilities  

Working  capital  

Other  net  assets  (excluding  intangibles) . .  . 

$260,582.14 
183,839.65 

$  425,990.12 
32,175.00 

Net  worth  (tangible)  

$  76,742.49 

$  393,815.12 

Exhibit  6 

Pine  Tree  Rivet  Company 

Record  of  Borrowings  from  Merchants  National  Bank 
(In  Dollars;  000  Omitted) 


1937 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

January  

25 

50 

50 

50 

35 

80 

February  

77 

25 

50 

50 

50 

35 

60 

80 

March  

35 

25 

50 

50 

50 

80 

70 

80 

April  

35 

25 

50 

50 

50 

80 

70 

80 

May  

35 

25 

50 

50 

50 

70 

80 

June  

30 

25 

50 

50 

50 

30 

125 

80 

July  

30 

50 

50 

50 

50 

100 

80 

August  

30 

50 

50 

50 

50 

30 

100 

80 

September  

30 

50 

50 

50 

40 

100 

October  

30 

50 

50 

50 

40 

100 

30 

November  

30 

50 

50 

50 

40 

100 

December  

25 

50 

50 

50 

35 

80 

plant.  Mr.  Forsythe  observed  that  if  Mr.  Knoll  were  to  die,  the  Pine 
Tree  Rivet  Company  would  go  on  the  auction  block  and  his  estate 
would  not  get  much  out  of  it.  The  Pine  Tree  Rivet  Company  was  a 
"natural"  supplement  to  the  line  of  the  prospective  purchaser  and  the 
price  was  quite  attractive.  Mr.  Forsythe  concluded,  "John,  you'd  better 
sell  the  damn  plant." 
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Financial  statements  for  the  period  before  Mr.  Forsythe  became  a 
director  and  the  latest  period  before  sale  of  the  company  are  shown  in 
Exhibits  3,  4,  5,  and  6.  The  exhibits  also  include  a  monthly  record  of 
borrowings  by  the  Pine  Tree  Rivet  Company  from  the  Merchants  Na- 
tional Bank  throughout  the  time  of  Mr.  Knoll's  management. 

Commenting  to  Mr.  Steven  Taylor,  president  of  the  Merchants  Na- 
tional Bank,  on  the  advice  given  to  Mr.  Knoll,  Mr.  Forsythe  observed, 
"Steve,  I  hate  to  see  that  account  go,  but  John  Knoll  is  a  good  industrial- 
ist. Wherever  he  goes  we'll  at  least  have  our  foot  in  the  door."  To  which 
Mr.  Taylor  added,  "Jim,  we've  got  to  live  by  developing  new  risks — 
not  by  hanging  on  to  old  connections." 

HARTFORD  CASUALTY  COMPANY 

One  evening  in  the  summer  of  1945,  on  the  Merchants  Limited 
from  New  York  back  to  Providence,  Mr.  Forsythe  sat  down  in  the 
lounge  car  beside  an  old  friend,  Ted  Gorham.  Mr.  Gorham  was  treasurer 
of  the  Economy  Shoe  Store  Company.  The  company  operated  a  chain 
of  moderate-priced  shoe  stores  along  the  North  Atlantic  seaboard  with 
headquarters  in  Providence. 

Just  before  they  separated,  Mr.  Gorham  suggested:  "Say,  Jim,  why 
don't  you  try  to  get  an  account  from  the  Hartford  Casualty  Company? 
I  ran  into  Jack  Stone,  their  president,  in  New  York  this  week  end,  and 
he  is  mad  as  a  wet  hen  at  the  Providence  Trust  Bank.  He  can't  get  over 
the  fact  that  they  sent  us  to  the  Fire,  Marine,  and  Casualty  Company 
of  Boston  for  our  blanket  liability  policy.  Jack  said  that  he  had  a  big 
account  at  the  Providence  Trust  and  felt  he  ought  to  get  some  reciproc- 
ity." 

Following  up  this  tip,  Mr.  Forsythe  made  occasion  to  see  John  Stone, 
president  of  the  Hartford  Casualty  Company,  in  Hartford,  Connecticut. 
Mr.  Stone  was  exceedingly  cordial  and  explained  his  interest  in  the 
aggressive  policies  of  the  Merchants  National  Bank  of  Providence.  Mr. 
Stone  was  convinced  that  there  was  a  real  community  of  interest  in  the 
business  opportunities  for  banks  and  insurance  companies. 

A  few  days  later,  Mr.  Stone  called  on  Mr.  Forsythe  in  Providence, 
and  the  two  men  had  lunch  with  Steven  Taylor,  president  of  the  Mer- 
chants National  Bank. 

During  the  lunch,  Mr.  Stone  said  that  he  had  been  thinking  a  great 
deal  of  the  recent  discussion  with  Mr.  Forsythe.  He  had  discussed  his 
qualifications  with  members  of  the  Hartford  Casualty  Company  execu- 
tive committee.  Members  of  the  committee  agreed  with  Mr.  Stone  that 
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Mr.  Forsythe  would  be  a  valuable  addition  to  the  board  of  the  Hartford 
Casualty  Company. 

"We  would  be  glad  to  give  you  a  $100,000  reserve  account,"  ex- 
plained Mr.  Stone,  "but  primarily  what  we  need  is  an  aggressive  director 
from  the  Providence  area.  The  Hartford  Casualty  Company  is  a  rela- 
tively new  company  in  the  field,  but  we  are  expanding  rapidly.  We 
believe  that  able  younger  executives,  like  Mr.  Forsythe,  can  perform  a 
mutual  service  for  us  and  for  their  other  business  contacts  by  throwing 
business  our  way.  I  am  making  this  frank  statement  of  what  I  expect  of 
directors  because  I  like  to  have  all  of  the  cards  on  the  table." 

In  the  discussion  that  followed,  Mr.  Forsythe  learned  the  board  was 
made  up  of  thirty  directors  from  almost  as  many  different  cities  in  the 
Middle  Atlantic  and  New  England  states.  The  board  met  quarterly  at 
the  home  office  in  Hartford.  Mr.  Stone  emphasized  the  interest  that  the 
directors  took  in  the  concentrated  program  of  these  meetings.  Execu- 
tives of  the  company  arranged  a  condensed  review  of  industrial  develop- 
ments in  the  area  covered  by  the  company.  One  of  the  executives  usually 
had  an  illustrated  talk  prepared  on  the  service  rendered  by  the  Hartford 
Casualty  Company  to  customers.  Mr.  Stone  assured  Mr.  Forsythe  that 
the  executive  committee  took  care  of  all  "formalities";  so  the  board  lost 
no  time  in  bothering  with  operations  of  the  company. 

After  Mr.  Stone  left,  Mr.  Forsythe  and  Mr.  Taylor  reviewed  his 
proposal. 

"It  looks  to  me,  Jim,"  commented  Mr.  Taylor,  "like  the  executive 
committee  really  runs  the  Hartford  Casualty  Company,  and  I  have  an 
idea  that  Mr.  Stone  keeps  even  the  committee  pretty  much  under  his 
thumb." 

Mr.  Forsythe  agreed  that  it  was  obvious  that  the  directors,  meeting 
only  once  a  quarter,  could  not  do  anything  about  the  management  of  the 
company. 

"I  doubt  if  we  can  get  the  account  without  going  on  the  board,  Steve, 
but  I  don't  relish  being  a  dummy  director." 

"I  am  sure  you  are  right,"  replied  Mr.  Taylor,  "and  I  am  afraid  we 
would  get  into  trouble  with  Mr.  Stone's  ideas  of  reciprocity.  Remember, 
we  have  a  lot  of  other  insurance  business  on  our  books  and  some  in- 
surance men  on  our  board.  I  have  been  on  the  board  of  the  New  Eng- 
land Mutual  Fire  Insurance  Company  for  twenty  years,  but  the  whole 
setup  is  different.  I  would  never  request  one  of  our  customers  to  take 
out  insurance  in  the  New  England  Mutual,  but  I  do  think  it  is  appropri- 
ate to  tell  the  boys  where  a  piece  of  business  may  be  available." 


PART  II 


SIZING  UP  A  SITUATION  AND  PLANNING 
A  PROGRAM  OF  ACTION 


C.  W.  LANFIELD  COMPANY,  INC 


<xx><><>«><><^ 

The  great  volume  of  orders  obtained  by  C.  W.  Lanfield  Company, 
Inc.,  of  Ridgeport,  Connecticut,  incident  to  the  wartime  aviation  pro- 
gram required  an  expansion  in  1942  of  almost  fantastic  proportions. 
Difficulties  which  had  developed  by  the  winter  of  1941-42  led  the 
president  of  the  company,  Mr.  C.  W.  Lanfield,  with  the  consent  of  the 
directors,  to  offer  to  Mr.  Arthur  Jordan  of  Chicago,  a  financial  con- 
sultant and  reorganization  expert,  the  general  managership  of  the 
company.  The  directors  recognized  that  the  company  was  facing  a 
serious  financial  problem  in  its  sudden  growth.  It  was  thought  that  Mr. 
Jordan  could  draw  upon  his  experience  to  set  up  the  organization  and 
controls  necessary  in  a  business  of  the  size  to  which  the  company  was 
growing. 

Mr.  Jordan  had  been  consulted  by  Mr.  Lanfield  on  several  occasions 
during  the  preceding  four  or  five  years  for  advice  on  financial  policies 
of  the  company.  Mr.  Lanfield's  decisions  during  the  succeeding  weeks 
had  usually  conformed  with  Mr.  Jordan's  suggestions  until  other  com- 
pany difficulties  had  forced  Mr.  Lanfield  to  turn  his  attention  to  those 
matters.  Management  problems  in  his  expanding  business  and  growing 
opposition  from  his  directors  had  caused  Mr.  Lanfield  in  the  fall  of 
1941  to  ask  Mr.  Jordan  for  a  report  on  the  financial  condition  of  the 
company. 

In  order  to  obtain  the  full  picture  as  seen  by  an  outside  investigator, 
the  board  of  directors  asked  that  the  report  be  made  to  them  and,  with 
Mr.  Lanfield's  consent,  this  was  done.  Shortly  after  this  report  was  made, 
Mr.  Lanfield  and  the  directors  asked  Mr.  Jordan  to  assume  the  manage- 
ment of  the  company.  Mr.  Jordan  accepted  the  offer  in  January,  1942, 
and  planned  to  withdraw  from  active  participation  in  his  consulting 
business.  At  the  beginning  of  February,  he  had  held  the  position  of 
executive  vice-president  for  two  weeks.  Because  of  the  need  for  putting 
his  other  affairs  in  order  he  had  not  yet  met  the  vice-presidents  and 
other  operating  executives  of  the  company,  but  had  dealt  entirely  with 
the  president  and  directors. 

Mr.  Lanfield  had  first  come  with  the  company  in  1928  as  vice-presi- 
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dent  and  general  manager.  At  that  time  the  company  was  the  Mullen 
Aero  Company,  which  had  been  started  by  several  local  capitalists  a 
few  years  before  with  the  objective  of  developing  new  designs  and 
features  for  airplanes.  Experiments  had  been  almost  uniformly  unsuc- 
cessful, until  it  worked  out  some  new  types  of  parts  for  use  in  retractable 
landing  gear  assemblies.  The  advantages  of  the  new  types  of  parts  over 
those  commonly  in  use  on  retractable  landing  gears  resulted  from  the 
design  of  the  parts,  skilled  tempering  of  the  metal,  and  precision-ma- 
chining of  the  parts.  These  parts  were  made  from  a  new  high-grade  alloy 
steel,  which  had  first  become  available  commercially  to  the  aircraft 
industry  during  the  company's  early  years. 

After  the  company's  research  had  produced  parts  believed  by  the 
Mullen  management  to  be  superior  to  any  then  in  use,  the  management 
found  the  aviation  industry  unbelieving  of  its  claims  for  the  new  prod- 
ucts. Perseverance  finally  led  to  a  test  order  from  the  United  States  Navy 
to  equip  two  planes  with  the  parts.  The  tests  were  successful  even 
beyond  the  expectations  of  the  company;  the  parts  tested  three  times 
better  than  those  then  in  use  throughout  the  industry.  This  order  was 
followed  by  orders  from  a  constantly  growing  list  of  airplane  manu- 
facturers, until  in  1942  the  company  had  grown  to  a  position  of  such 
dominance  in  the  supply  of  component  parts  for  retractable  landing 
gears  that  it  had  obtained  90%  of  all  the  business  for  the  parts  it  manu- 
factured. The  remaining  10%  made  by  others  had  not  proved  so  suc- 
cessful. The  competitors  had  not  been  able  to  heat-treat  the  metal  to 
produce  the  necessary  characteristics;  nor  had  they  been  able  to  meet 
the  tolerances  requisite  to  perfect  fitting  in  the  assembly.  Planes 
equipped  by  competitors  were  constantly  suffering  difficulties  from  the 
landing  gears. 

In  1933  Mr.  Lanfield  had  adopted  a  policy  of  diversification  for  the 
Mullen  Aero  Company.  Research  was  instituted  on  a  number  of  air- 
plane accessories  made  from  the  same  raw  materials  and  using  the 
major  processes  of  the  landing  gear  parts.  Production  was  begun  on 
several  which  appeared  promising  at  the  time,  such  as:  tubing  used  in 
control  bars,  small  forged  parts  in  the  tail  wheel  assembly,  and  a  num- 
ber of  fittings  around  the  landing  gear  assembly,  but  none  had  reached 
a  stage  of  profitability  by  the  beginning  of  1942.  As  a  percentage  of 
total  volume,  these  other  lines  remained  unimportant,  and,  while  they 
had  previously  consumed  considerable  time  of  the  executives,  these 
lines  were  no  longer  requiring  a  disproportionate  amount  of  executive 
attention. 
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During  the  depression  years  of  the  early  1930's,  when  the  future 
appeared  almost  hopeless,  Mr.  Lanfield  had  on  several  occasions  ob- 
tained additional  funds  in  order  to  continue  operations.  During  this 
period  he,  with  one  or  two  other  executives,  drew  no  salary  from  the 
company.  No  dividends  were  paid.  In  1936,  however,  a  voluntary  re- 
organization was  effected  in  which  common  stockholders  in  the  Mullen 
Aero  Company  exchanged  their  holdings  for  common  stock  in  a  suc- 
cessor corporation,  C.  W.  Lanfield  Company,  Inc.  Preferred  stockholders 
surrendered  their  rights  to  accumulated  unpaid  dividends  in  exchange 
for  common  stock.  Certain  unsecured  creditors  were  offered  and  ac- 
cepted common  stock  in  payment  of  their  claims.  At  the  end  of  Febru- 
ary, 1936,  C.  W.  Lanfield  Company,  Inc.,  paid  its  first  dividend,  amount- 
ing to  a  little  over  $4,000. 

The  company's  sales  had  grown  from  $375,000  in  1939  to  $750,000 
in  1940,  and  to  $1,325,000  in  1941.  The  company  had  built  a  sales 
department  consisting  of  several  technically  trained  men  under  the 
direction  of  a  young  and  energetic  sales  manager.  There  were  two  sales 
offices  in  addition  to  the  executive  offices  at  Ridgeport:  one  in  New 
York  City,  the  other  at  Los  Angeles.  In  1940,  after  a  disagreement  with 
Mr.  Lanfield,  the  sales  manager  withdrew  from  the  company.  Mr.  Lan- 
field assumed  active  direction  of  sales,  personally  calling  upon  many 
customers  and  prospects.  The  New  York  office  was  closed,  and  the 
representative  stationed  there  was  brought  back  to  Ridgeport  to  assist 
Mr.  Lanfield  in  the  sales  work.  In  1941  and  1942  the  problem  of  selling 
the  company's  production  was  negligible.  Almost  all  companies  in  the 
aircraft  industry  relied  upon  the  Lanfield  company  for  the  parts  it 
manufactured  for  retractable  landing  gear  assemblies;  sales  had  become 
practically  a  matter  of  order- taking.  For  1942  the  company  was  to  make 
$9,000,000  of  its  products  at  its  own  plant  in  Ridgeport  and  $6,000,- 
000  more  under  a  subcontracting  arrangement  made  in  the  spring  of 
1941  with  the  Hanley  Metal  Company  of  Seattle,  Washington. 

The  Hanley  Metal  Company,  the  only  subcontractor  for  the  Lanfield 
company,  was  a  large  metalworking  concern  accustomed  to  a  mass 
production  scale  of  operation.  Under  the  subcontracting  arrangement, 
sales  were  made  by  the  Lanfield  company  at  prices  derived  from  its 
estimated  costs  plus  a  profit  margin  of  12%%  of  sales  price,  and  part  of 
the  orders  were  turned  over  to  the  Hanley  Metal  Company.  The  prod- 
uct had  to  meet  the  specifications  of  the  Lanfield  company,  and  parts 
were  subject  to  inspection  by  Lanfield  inspectors,  in  addition  to  gov- 
ernment inspectors.  Upon  shipment,  the  billing  was  done  by  the  Hanley 
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Metal  Company  but  on  Lanfield  billheads.  Payment  was  made  to  the 
Lanfield  company,  which  deposited  the  money  and  made  out  its  own 
check  to  the  Hanley  Metal  Company  for  the  amount  received  less  a 
commission  of  7/2%  on  sales.  This  7/2%  was  composed  of  a  4%  charge 
for  performing  the  sales  service  of  getting  the  orders  and  a  3/2%  charge 
for  technical  service  in  training  the  Hanley  workers  for  the  job,  trans- 
ferring "know-how"  to  Hanley  supervisors,  permitting  the  use  of  the 
Lanfield  trade-marks  and  patents,  and  making  available  confidential 
company  data.  To  start  production  in  the  subcontractor's  plant,  the 
Lanfield  company  had  sent  out  a  number  of  its  experienced  production 
engineers  and  several  of  its  foremen  in  the  spring  of  1941  to  show  in 
detail  how  the  product  was  made,  the  technique  used  in  treating  the 
metal,  and  the  methods  of  handling  the  material.  All  these  men  had 
remained  for  several  months,  and  many  of  them  were  still  there  at  the 
beginning  of  1942. 

To  finance  its  constantly  increasing  size,  the  Lanfield  company  had 
issued  stock  from  time  to  time,  at  a  cost  consisting  of  a  commission  to 
investment  bankers  of  20%  plus  expenses  amounting  to  about  $5,000 
with  each  issue.  Each  issue  of  stock  was  sold  at  wholesale  by  a  small 
local  investment  banker  to  a  nation-wide  group  of  small  investment 
houses,  whose  customers  were  small  investors.  As  a  result,  the  stock- 
holders of  the  company  were  a  heterogeneous  group  of  persons  scat- 
tered all  over  the  country  and  lacking  any  leadership.  The  only  large 
block  of  stock  was  held  by  Mr.  Lanfield,  and  his  holdings  were  less  than 
10%  of  the  stock  outstanding.  All  issues  had  been  of  no  par  common 
stock  until  1939  when  an  issue  of  6%  cumulative  preferred  stock, 
having  the  right  to  vote  share  for  share  with  the  common  stock,  was 
sold.  Preferred  stockholders  had  a  contingent  right  to  elect  a  majority 
of  the  board  of  directors  until  all  accumulated  dividends  had  been  paid 
if  their  accumulated  unpaid  dividends  amounted  to  12%. 

Working  capital  had  been  increased  in  part  by  the  additional  funds 
brought  in  through  these  stock  issues  and  in  part  by  a  bank  loan  amount- 
ing, at  the  end  of  December,  1941,  to  $750,000.  Nevertheless,  the 
company's  current  financial  position  was  critical  at  the  time  Mr.  Jordan 
was  offered  the  general  management  of  the  company.  Convinced  both 
of  the  essential  value  which  lay  in  the  product  which  the  president  had 
built  up  and  of  the  president's  own  identification  with  the  product  in 
the  industry,  Mr.  Jordan  insisted  on  Mr.  Lanfield's  remaining  president. 
Furthermore,  as  a  condition  to  his  coming  with  the  company,  Mr.  Jordan 
insisted  on  having  full  authority,  subject  only  to  the  directors,  to  take 
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whatever  action  he  believed  to  be  in  the  best  interest  of  the  company. 
These  prerequisites  were  granted,  and  Mr.  Jordan  accepted  the  position 
in  the  middie  of  January,  1942,  with  the  title  of  executive  vice-presi- 
dent. 

He  planned  to  spend  his  first  weeks  with  the  company  in  orienting 
himself  in  the  company's  problems.  He  expected  to  confer  frequently 
with  Mr.  Lanfield  regarding  major  policies.  He  hoped  that  his  own 
fresh  and  outside  point  of  view  and  Mr.  Lanfield's  practical  experience 
in  the  company  would  enable  Mr.  Lanfield  to  originate  or  adapt  ideas 
that  would  improve  the  company's  operation.  To  look  into,  and  to  build 
up,  the  production  department,  Mr.  Jordan  had  obtained  the  services 
of  Mr.  E.  F.  Ralston,  a  man  about  forty  years  of  age,  who  was  produc- 
tion manager  of  a  mill  in  New  York.  After  graduating  from  college, 
Mr.  Ralston  had  had  two  years  of  graduate  business  training  before 
going  into  production  work.  He  had  been  production  manager  of  the 
mill  for  about  ten  years.  During  that  time  he  had  increased  production 
substantially  while  cutting  costs.  Mr.  Jordan  believed  him  to  be  excep- 
tionally well  suited  to  the  task  confronting  the  Lanfield  company  and 
planned  to  bring  him  in  as  general  production  manager. 

One  of  Mr.  Jordan's  first  actions  was  an  attempt  to  improve  the  com- 
pany's working  capital  position.  The  company's  customers  were,  in  most 
instances,  prime  contractors  for  the  government  and  customarily  re- 
ceived from  the  government  an  advance  of  25  %  with  each  order.  These 
prime  contractors  had  been  in  the  habit  of  holding  this  advance  but 
subcontracting  a  large  part  of  their  work,  thereby  increasing  the  ad- 
vance in  terms  of  their  own  production  needs  to  from  25%  to  50%  of 
their  work.  In  Mr.  Lanfield's  absence,  one  of  the  directors  started  nego- 
tiations which  led  to  a  change  in  this  practice  so  that  the  advance  from 
the  Army  would  be  passed  on  to  subcontractors  in  proportion  to  the 
amount  of  work  given  them. 

The  Hanley  Metal  Company  had  been  concerned  about  the  financial 
status  of  the  Lanfield  company.  The  Hanley  company  was  afraid  that, 
if  one  of  the  Lanfield  company's  creditors  wished  to  press  his  claim  to 
the  point  of  forcing  receivership,  such  action  might  occur  just  after  a 
check  in  payment  for  work  done  by  the  Hanley  company  had  been  re- 
ceived and  the  Lanfield  company  was  still  in  possession  of  a  large  sum 
of  money  not  yet  turned  over  to  the  Hanley  company.  Such  a  check, 
which  might  amount  to  $500,000  or  more,  would  then  go  into  the 
general  funds  of  the  Lanfield  company  and  might  be  tied  up  for  a 
period  of  many  months  if  there  ever  were  a  receivership. 
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The  Hanley  Metal  Company  itself  was  not  in  a  sufficiently  strong 
condition  financially  to  take  such  a  risk.  It  had  tried  but  failed  to  ar- 
range with  Mr.  Lanfield  some  agreeable  form  of  handling  the  checks. 
Finally,  the  Hanley  company  had  lost  patience  and  had  written  the 
companies  to  whom  its  work  was  going  asking  them  to  make  their 
checks  payable  to  the  Hanley  company  instead  of  to  the  Lanfield  com- 
pany. This  action  had  hurt  the  credit  of  the  Lanfield  company.  The 
Hanley  Metal  Company  had  further  threatened  to  send  bills  on  its  own 
letterheads  instead  of  under  the  Lanfield  name.  When  Mr.  Jordan 
heard  of  this  difficulty  between  the  Hanley  company  and  Mr.  Lanfield, 
he  went  to  the  chief  executive  of  the  former  company  to  explore  the 
situation.  The  desire  of  the  Hanley  Metal  Company  to  protect  itself 
seemed  reasonable  to  Mr.  Jordan.  The  problem  was  one  of  finding  a 
method  acceptable  to  both  companies.  Obtaining  a  lawyer,  Mr.  Jordan 
met  with  the  Hanley  chief  executive  and  his  counsel,  and  a  form  was 
agreed  upon  that  day. 

While  trying  to  improve  the  company's  situation  in  such  detailed 
matters  as  have  been  given,  Mr.  Jordan  was  also  thinking  in  terms  of 
the  company's  major  problems  and  long-run  policies.  Not  content  with 
the  $15,000,000  program  for  the  Lanfield  company  that  was  originally 
set  for  1942,  the  Army  and  the  War  Production  Board  were  talking  of 
increasing  this  to  from  $20,000,000  to  $30,000,000  for  the  year.  There 
was  no  question  but  that  during  the  year  as  large  an  expansion  as  pos- 
sible would  have  to  be  undertaken  by  the  company,  in  addition  to  that 
already  accomplished  in  the  preceding  years.  From  a  building  contain- 
ing 80,000  square  feet  of  floor  space,  the  plant  had  been  increased  by 
20,000  square  feet  in  1939  and  by  25,000  square  feet  in  1940.  These 
plants  were  on  land  which  had  orginally  been  held  under  a  lease  from 
the  city  of  Ridgeport  running  until  1952.  In  1940  an  option  was  ob- 
tained giving  the  company  the  right  to  extend  the  lease  for  1 5  additional 
years.  An  option  was  also  obtained  on  a  tract  of  land  that  would  give 
sufficient  space  for  doubling  the  size  of  the  company's  plant.  In  order 
to  meet  1942  orders,  however,  it  would  not  be  possible  to  wait  for  a 
building  to  be  erected,  equipment  obtained,  labor  trained,  and  produc- 
tion lines  established. 

The  need  for  financing  this  growth  called  for  immediate  decision. 
The  method  most  advisable  was  dependent  upon  a  long-run  objective, 
namely,  what  position  the  company  thought  would  give  it  the  greatest 
competitive  advantage  after  the  war.  Mr.  Lanfield  believed  that  the 
company  should  attempt  to  establish  itself  as  the  sole  supplier  for  the 
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landing  gear  parts  it  made.  In  order  to  encroach  even  on  the  small 
amount  of  competition  remaining,  he  was  offering  reduced  prices  to 
purchasers  of  competitors'  products.  He  favored  plowing  back  earnings 
into  plant  and  inventory  and  expanding  to  the  greatest  extent  possible 
with  company  funds.  Orders  in  excess  of  the  company's  capacity  he  be- 
lieved should  be  subcontracted,  but  with  the  Lanfield  company  main- 
taining its  control  over  the  process  and  selling  all  the  products  under 
its  own  name.  His  reason  for  taking  this  position  was  his  conviction  that 
the  Lanfield  company  should  be  in  control  of  the  whole  market  after 
the  war.  The  market  prior  to  1941  had  consisted  of  both  airplane  manu- 
facturers for  new  construction  and  plane  owners  for  an  important 
amount  of  replacement  business.  During  the  war  period,  however,  sales 
were  almost  entirely  to  manufacturers.  Mr.  Lanfield  was  afraid  to  let  any 
other  company,  including  any  who  might  work  for  the  Lanfield  com- 
pany as  a  subcontractor,  get  an  established  position  in  the  industry  under 
its  own  name. 

Since  the  Lanfield  name,  under  which  all  products  were  to  be  sold, 
had  always  included  a  guarantee,  the  Lanfield  company  would  have  to 
guarantee  the  subcontractor's  work.  This  guarantee  of  satisfactory  per- 
formance was  fulfilled  by  sending  engineers  at  once,  upon  receiving  a 
complaint,  to  do  whatever  was  necessary  to  satisfy  the  customer.  In 
some  instances,  this  action  took  the  form  of  work  on  the  parts,  so  that 
they  met  requirements.  In  other  instances,  a  financial  adjustment  was 
made.  Inasmuch  as  all  parts,  including  those  of  the  subcontractor,  were 
inspected  both  by  Lanfield  inspectors  and  by  government  inspectors,  it 
was  thought  that  few  customers  would  have  complaints. 

Mr.  Jordan  opposed  the  policy  of  keeping  competitors  out  of  the 
market.  This  policy  had  led  Mr.  Lanfield  to  hold  his  price  so  low  that 
only  a  small  margin  of  profit  was  left  for  the  company.  Mr.  Jordan 
preferred  to  raise  prices  so  as  to  increase,  substantially,  the  profit  margin 
received.  Mr.  Lanfield  pointed  out  that  such  an  action  might  lose  the 
company  more  than  half  its  existing  business,  since  competitors'  prod- 
ucts could  then  be  replaced  oftener  without  being  relatively  more  ex- 
pensive than  the  Lanfield  products.  Answering  Mr.  Lanfield,  Mr.  Jordan 
asserted  that  the  company  would  probably  receive  more  profit  on  the 
reduced  volume  than  it  was  obtaining  on  the  huge  amount  of  business 
it  was  attempting  to  do  in  1942. 

The  superiority  of  the  Lanfield  company's  major  product  was  be- 
lieved to  be  principally  in  the  great  care  with  which  it  was  manu- 
factured. The  Lanfield  company  had  originated  the  new  types  of  parts 
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and  had  been  first  in  the  field,  having  then  several  years  of  develop- 
ment behind  it.  While  patents  had  been  taken  out  on  the  original 
products  and  on  improvements  as  they  were  made,  Mr.  Jordan  did  not 
believe  that  they  were  sufficiently  good  to  rely  upon.  The  company's 
continued  dominance  was  believed,  rather,  to  result  from  the  fact  that 
other  companies  had  made  competing  parts  only  as  side  lines  to  their 
main  products  and  had  not  given  the  care  needed  for  equaling  the 
workmanship  of  the  Lanfleld  company. 

Mr.  Jordan  opposed  any  further  expansion  into  new  plants  with  the 
company's  own  money.  As  a  strictly  business  proposition  he  would  have 
been  against  any  expansion  whatever.  Expansion  was  necessary,  how- 
ever, to  meet  government  requirements,  and  he  believed  this  expansion 
should  be  accomplished  with  government  funds  in  government-owned 
plants.  There  was  available  in  Tulsa,  Oklahoma,  for  $350,000,  for 
example,  a  plant  containing  200,000  square  feet,  formerly  used  by  an 
automobile  manufacturer.  The  plant  equipment,  estimated  to  cost  $1,- 
250,000,  and  an  equal  amount  thought  necessary  for  working  capital, 
could  be  financed  through  the  RFC.  Mr.  Jordan  favored  going  into  this 
plant,  if  any  expansion  were  to  be  undertaken,  although  he  feared  the 
effect  of  such  action  upon  the  company's  Ridgeport  plant.  Because  the 
company's  profit  margin  after  taxes  was  only  4%,  he  was  doubtful  if 
operations  would  remain  profitable  when  key  men  had  to  be  taken  out 
of  Ridgeport  to  set  up  the  Tulsa  plant.  During  their  absence  costs 
might  well  increase  at  Ridgeport. 

The  operation  of  the  additional  plant  would  be  further  complicated 
by  inability  to  obtain  all  the  necessary  new  machinery  with  which  to 
equip  it  for  integrated  production.  Mr.  Lanfleld  thought  that,  until  the 
needed  machinery  eventually  arrived,  this  difficulty  would  have  to  be 
handled  by  performing  such  metalworking  operations  at  Ridgeport  as 
could  not  be  done  at  Tulsa  without  the  unobtainable  machinery,  and 
by  shipping  the  resulting  partially  fabricated  parts  to  Tulsa  for  finishing 
and  assembly. 

Figures  for  the  Hanley  Metal  Company's  costs  on  the  subcontracted 
parts,  obtained  by  Mr.  Jordan  from  the  Hanley  chief  executive,  showed 
that  the  company  had  already  made  cost  savings  of  8%  over  those  of 
the  Lanfleld  company.  The  savings  came  in  part  from  certain  equipment 
which  the  Hanley  company  had  available  in  converting  to  war  work. 
Some  of  this  equipment  had  been  bought  for  mass  production  in  peace- 
time operations  and  would  not  have  been  justified  for  use  on  the  Lan- 
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field  products  if  the  Hanley  company  had  not  already  had  it  on  hand. 
Perhaps  an  even  greater  proportion  of  the  savings  came  from  a  more 
efficient  management  organization.  On  a  number  of  production  jobs  in 
which  the  Lanfield  company  had  several  high-salaried  production  men 
each,  the  Hanley  company  operated  with  only  one  such  man.  Mr.  Jordan 
believed  that  the  cost  differential  lay  principally  in  this  area.  He  had 
gained  the  impression  that,  although  recent  increased  sales  had  initially 
increased  profits,  by  the  end  of  1941  the  profit  margin  had  turned 
down.  The  cost  records  were  not  so  set  up  as  to  show  accurately  profits 
and  losses  on  individual  contracts.  Furthermore,  when  a  number  of 
key  men  had  been  taken  out  of  Ridgeport  in  order  to  start  production 
at  the  Hanley  company,  costs  at  Ridgeport  had  increased  substantially 
and  were  out  of  line  with  the  estimates  on  which  sales  prices  had  been 
based  for  the  orders  then  in  process.  If  still  more  men  were  drawn 
from  the  plant,  Mr.  Jordan  feared  that  operations  might  become  un- 
profitable altogether. 

Plans  for  handling  the  Tulsa  plant,  if  the  Lanfield  company  decided 
to  take  it,  had  not  been  developed  in  detail.  Financial  and  sales  work 
could  still  be  handled  in  Ridgeport,  but  Mr.  Lanfield  thought  that  he 
would  have  to  take  most  of  his  Ridgeport  supervisory  organization  to 
Tulsa.  The  plant  manager  of  Ridgeport  would  be  sent  ahead  to  help 
in  getting  the  machines  in  place  and  in  setting  up  lines  of  work,  and  to 
take  charge  of  training  new  men  in  the  manufacturing  processes.  Work- 
ers' schools  would  be  organized  to  train  locally  available  help  in  the 
specific  jobs  to  which  they  would  be  assigned  in  the  plant  and  would 
make  no  pretense  of  giving  machinist  training.  These  schools  would 
probably  last  for  about  six  weeks.  Department  supervisors  would  take 
charge  of  the  particular  school  training  for  their  departments,  as  soon 
as  equipment  was  available  for  use  in  training.  It  was  hoped  that  fore- 
men could  be  selected  and  trained  from  the  outstanding  men  in  the 
schools.  If  men  of  sufficient  ability  to  become  foremen  were  not  found 
by  that  method,  foremen  or  assistant  foremen  would  have  to  be  brought 
from  Ridgeport.  The  plant  manager  from  Ridgeport  would  be  put  in 
permanent  charge  of  the  Tulsa  plant,  and  the  assistant  manager  at 
Ridgeport  would  be  promoted  to  fill  his  predecessor's  position.  Simi- 
larly, it  was  thought  that  most  of  the  department  heads  would  be 
replaced  at  Ridgeport  by  their  assistants  so  as  to  be  available  to  organize 
and  carry  on  the  work  at  Tulsa.  It  had  occurred  to  Mr.  Lanfield  that 
probably  operations  at  Tulsa  would  be  sufficiently  more  efficient,  so 
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that,  after  the  emergency  the  Tulsa  plant  might  be  retained  by  the 
company  and  the  Ridgeport  plant  abandoned.  He  believed  that  produc- 
tion at  Tulsa  could  be  started  in  four  weeks. 

Different  opinions  were  held  by  Mr.  Lanfield  and  Mr.  Jordan  with 
regard  to  the  diversification  policy  of  the  company.  Mr.  Lanfield  still 
favored  continuing  the  company's  new  lines,  even  under  the  pressure 
of  1942  orders  for  the  company's  principal  product.  Because  of  the 
unprontability  of  other  items,  Mr.  Jordan  wished  to  discontinue  them 
entirely,  and  to  concentrate  on  the  one  product. 

The  two  men  also  saw  different  pictures  of  the  future  of  the  product. 
Mr.  Jordan  thought  that  in  the  course  of  the  next  few  years  substantial 
technological  development  would  produce  competing  products  that 
were  as  good  as  those  of  the  Lanfield  company.  Partially  because  of  this 
belief,  and  also  because  the  engineering  and  research  departments  were 
the  company's  two  departments  outstanding  for  ability  of  personnel, 
Mr.  Jordan  favored  emphasizing  research  on  retractable  landing-gear 
assemblies.  He  believed  that  this  research  ability  should  be  held  to- 
gether at  all  costs  and  be  given  every  opportunity  to  develop  new  im- 
provements, but  he  did  not  feel  that  the  company  should  seek  to  develop 
new  products  during  the  emergency.  After  the  emergency,  however,  he 
thought  that  research  should  be  turned  principally  to  developing  new 
products. 

Mr.  Jordan  believed  it  to  be  essential  that  a  large  sum  of  cash  be 
accumulated,  so  that  the  company  could  have  funds  to  meet  expenses 
when  orders  fell  off  at  the  close  of  the  war  and  it  became  necessary  to 
readjust  the  company's  business.  Mr.  Lanfield  denied  as  a  reasonable 
possibility  the  thought  that  other  companies  might  be  able  to  develop 
competing  landing-gear  parts  which  would  equal  those  made  by  the 
Lanfield  company.  He  pointed  out  that  his  company  had  been  the  only 
one  able  to  perform  the  necessary  work  to  obtain  a  successful  product, 
and  that  its  product  had  been  the  result  of  ten  years  of  research  and 
development.  His  confidence  in  this  opinion  was  one  of  the  major 
reasons  for  his  desire  to  expand  by  plowing  back  earnings  into  plant 
and  inventory. 

In  April,  1942,  the  board  of  directors  seemed  to  be  divided  in  opin- 
ion— some  agreeing  with  Mr.  Lanfield,  some  with  Mr.  Jordan.  The 
board  was  composed  of  the  following  men: 

Mr.  J.  E.  Gainard,  vice-president  and  secretary  of  the  company,  had 
been  one  of  the  directors  for  many  years.  A  New  Englander,  nearing 
sixty  years  of  age  in  1942,  he  had  graduated  from  the  United  States 
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Military  Academy,  had  served  in  the  Army  during  World  War  I,  and 
had  thereafter  engaged  in  real  estate  activities  until  he  joined  the 
Mullen  company  in  1929  in  the  same  capacity  which  he  still  held  in 
the  Lanfield  company. 

Mr.  Paul  T.  Rounds  had  come  to  the  company  in  1930  at  the  age 
of  twenty-five.  By  starting  on  the  company's  early  experiments  as  a 
skilled  workman,  with  previous  experience  gained  in  the  employment 
of  several  aircraft  manufacturers,  he  had  progressed  through  almost 
every  department  of  the  business  to  reach  the  position  of  vice-president 
and  factory  manager,  which  he  held  in  1942.  Like  Mr.  Gainard,  he  also 
had  been  a  director  of  the  Mullen  company  prior  to  the  reorganiza- 
tion. 

Mr.  Emory  L.  Stewart,  the  oldest  member  of  the  board,  had  been  one 
of  the  original  backers  of  the  Mullen  Aero  Company  and  had  served 
as  a  director  of  it  and  of  the  successor  company.  His  own  direct  business 
interest  had  been  in  wholesaling,  and  his  relationship  to  the  manage- 
ment of  the  aircraft  venture  had  been  for  the  most  part  a  passive  one. 
During  the  last  several  years  he  had  attended  directors'  meetings  only 
infrequently.  Because  of  his  age  he  planned  to  resign  in  1942. 

The  company's  general  counsel,  Mr.  Arthur  V.  Perham,  had  also 
been  a  director  of  the  Mullen  Aero  Company  and  of  the  Lanfield  com- 
pany. He  was  a  man  of  outstanding  business  judgment,  in  the  opinion 
of  Mr.  Jordan,  and  quite  influential  in  local  business  circles.  His  services 
as  counsel  for  the  company  concerned  only  questions  of  general  policy 
and  other  matters  of  great  importance.  He  had  long  been  concerned 
about  the  company's  financial  policies  but  had  always  attempted  to 
present  his  views  diplomatically.  Under  the  intense  and  dangerous 
pressure  of  the  emergency  expansion  forced  on  the  company  in  1941 
and  in  prospect  for  1942,  he  became  openly  hostile  to  Mr.  Lanfield's 
administration  of  the  company. 

Early  in  1940  Mr.  Earl  R.  Donald,  an  attorney,  came  to  the  company 
as  assistant  secretary  and  director.  He  looked  after  the  more  routine 
legal  matters  within  the  company,  such  as  relations  with  the  SEC  and 
legal  requirements  in  connection  with  the  company's  securities. 
Mr.  C.  Walter  Lewis,  another  lawyer,  was  also  made  a  director  early  in 
1940.  He  was  associated  with  the  firm  employed  by  the  company  as 
its  legal  counsel  in  financial  matters. 

Two  of  the  directors  were  employed  by  companies  which  had  busi- 
ness dealings  with  the  Lanfield  company.  Mr.  Horace  C.  Foote  was  a 
vice-president  of  one  of  the  large  aviation  companies  to  which  the 
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Lanfield  company  sold  its  product.  He  had  been  instrumental  personally 
in  obtaining  for  the  company  an  initial  order  from  the  Navy  amounting 
to  $200,000  for  a  telescopic  sighting  device  to  be  used  in  airplanes.  He 
had  found  the  device  abroad  and  had  obtained  rights  to  its  manufacture 
in  this  country,  for  which  he  received  a  commission  of  about  7%  on 
sales.  The  installation  of  line  production  for  this  device  had  involved 
removal  of  a  number  of  supervisors  and  men  from  work  on  the  com- 
pany's landing-gear  parts.  Mr.  Foote  had  urged  that  the  new  production 
be  established  as  rapidly  as  possible  in  order  that  the  company  could 
start  realizing  returns  from  the  order  quickly. 

One  of  the  senior  executives  of  the  Hanley  Metal  Company, 
Mr.  Norman  Persons,  had  been  made  a  director  early  in  1941.  The 
arrangement  for  subcontracting  already  referred  to  was  subsequently 
made.  Mr.  Persons  convinced  Mr.  Lanfield  of  the  advisability  of  re- 
placing the  Lanfield  company's  existing  joints  used  on  certain  Lanfield 
parts  with  an  exclusive  joint  patented  by  the  Hanley  Metal  Company. 
The  contract  licensing  the  Lanfield  company  to  use  the  Hanley  joint 
provided  that  payment  should  be  based  upon  the  number  of  these  parts 
produced.  As  a  result  of  this  basis  of  payment,  the  Lanfield  company 
paid  in  1941  a  fee  of  $37,000  even  though  it  did  not  use  the  Hanley 
joint,  which  had  proved  unsatisfactory  for  the  Lanfield  parts.  Mr.  Jordan 
subsequently  obtained  from  the  company's  counsel  an  opinion  that  the 
contract  could  probably  be  broken  without  damages  since  the  patents 
did  not  appear  to  be  strong.  It  was  discovered,  furthermore,  that  other 
companies  were  using  the  process  without  being  licensed  and  without 
paying  any  fees  to  the  Hanley  Metal  Company  and  that  the  Hanley 
Metal  Company  had,  to  date,  brought  no  action  against  them. 

Finally,  Mr.  Lanfield  himself  was  a  director.  From  the  time  of  his 
graduation  from  college  in  1917,  Mr.  Lanfield  had  been  in  the  invest- 
ment banking  business  until  he  made  his  connection  with  the  Mullen 
Aero  Company.  A  man  of  striking  personality,  he  had  truly  built  the 
business  from  its  meager  origin  in  a  period  of  severe  depression  into 
the  rapidly  growing  company  of  1942.  He  was  a  man  who  reached 
decisions  quickly  and  acted  upon  them  at  once.  In  the  course  of  the 
company's  growth,  as  was  to  be  expected,  there  were  times  when  the 
ideas  of  some  of  those  in  executive  positions  were  in  conflict  with  those 
of  others.  Mr.  Lanfield  had  tried,  in  such  instances,  to  improve  the 
organization  as  a  whole  by  replacing  those  who  seemed  to  oppose  the 
company's  policies  with  others  more  able  to  work  harmoniously  with 
the  management  personnel.  In  some  instances,  he  filled  these  positions 
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with  relatives  in  whom  he  had  confidence.  So  busy  was  Mr.  Lanfield 
in  trying  to  keep  in  touch  with  all  aspects  of  the  business  that  he  fre- 
quently found  it  difficult  to  keep  appointments.  Failures  of  this  sort  had 
at  times  proved  embarrassing  in  dealing  with  important  customers. 

The  board  of  directors  met  twelve  times  a  year  and  seldom  had  more 
than  one  or  two  absentees.  It  heard  the  remarks  of  Mr.  Lanfield,  who 
was  chairman  of  the  board,  describing  what  had  been  done  and  what 
was  proposed.  Any  necessary  approvals  and  confirmations  of  orders 
were  given  at  these  meetings.  Almost  without  exception  the  directors 
had  great  confidence  and  trust  in  Mr.  Lanfield  and  believed  in  his  poli- 
cies. In  1941,  however,  pressure  was  brought  on  the  board  from  many 
different  sources  to  improve  conditions  in  the  company.  Delay  in  pay- 
ments to  suppliers  led  to  complaints.  Missed  delivery  dates  brought 
criticism  from  customers  and  from  the  Army  and  Navy,  The  strained 
financial  status  of  the  company  resulted  in  particular  pressure  from  the 
banks  for  better  management.  Exhibit  1 ,  on  pages  1 5  0—5 1 ,  gives  bal- 
ance sheet  information;  Exhibit  2,  below,  gives  operating  statement 
information. 


Exhibit  2 

C.  W.  Lanfield  Company,  Inc. 

Condensed  Operating  Statements  for  Years  Ending  on  the  Last 
February,  1937  to  1941,  and  for  the  10  Months  Ending  December 
{In  Thousands  of  Dollars) 

12  Months 
Ending  Last  Day  of  Eebruary 


1937  1938  1939  1940 

Net  sales  $140  S352  S379  $757 

Cost  of  sales   98  254  274  592 

Gross  margin  S  42  $  98  S105  S165 

Selling  and  administrative  ex- 
pense                                     27  61  79  118 

Operating  profit  S  15  5  37  S  26  $  47 

Other  income                                12  2  7 

Gross  income  S  16  S  39  S  28  $  54 

Other  deductions                            5  16  4  10 

Net  income  before  taxes  $11  $  23  S  24  S  44 

Income  taxes                                2  7  5  7 

Net  income  after  taxes  S    9  S  16  S  19  S  37 

Dividends  on  common  stock  $    2  S    9  S  15  $  8 

Dividends  on  preferred  stock   ...  ...  S  4 


1941 

$1,327 
1,052 

S  275 


185 
$  90 
19 

$  109 
10 

$  99 
30 
S  69 


Day  in 
31,  1941 


10  Months 
Ending 
December  31, 

1941 

S4,138 
3,227 
S  911 

446 
S  465 
27 


492 
94 


398 
219 


$  179 
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LORIN  FARR  &  CO. 


Lorin  Farr  &  Co.  in  1938  manufactured  a  wide  range  of  products, 
chief  among  them:  paints,  stains,  coal-tar  derivatives,  and  insulating 
material.  When  founded  in  1877,  and  for  some  years  thereafter,  the 
company  confined  its  activities  principally  to  the  reduction  of  coal  tar 
into  various  commercial  oils,  and  to  the  manufacture  of  lampblack  and 
sundry  products  sold  to  other  manufacturers. 

In  1883  the  founder,  Lorin  Farr,  a  dye  chemist,  invented  a  wood 
shingle  stain,  the  base  of  which  was  creosote  oil  ( a  coal-tar  derivative ) . 
Because  of  its  appearance-improving  and  wood-preserving  qualities, 
this  product  was  well  accepted,  and  soon  came  to  provide  the  largest 
part  of  the  company's  business.  Mr.  Farr  promoted  its  sale  by  con- 
vincing architects  of  its  value;  they,  in  turn,  specified  it  for  use  in  home 
construction.  It  was  distributed  through  paint  stores  and  building  sup- 
ply firms.  At  that  time  the  use  of  wooden  shingles  for  house  construc- 
tion in  the  United  States  was  expanding;  not  only  were  shingles  used 
for  roofing,  but  also  for  siding.  After  1908,  however,  their  use  began 
to  decline.  Even  so,  until  1924,  the  Farr  company  enjoyed  a  growing 
demand  for  its  stains.  Because  of  its  early  entry  into  this  field  and  the 
quality  of  its  product,  the  company  suffered  relatively  little  from  direct 
competition.  In  1924,  competition  did  appear  in  a  new  form:  a  com- 
petitive company  began  to  sell  shingles  already  stained.  These  were  sold 
through  lumberyards  and  building  supply  firms.  To  meet  this  new 
situation,  the  Farr  company  began  to  stain  shingles  and  sell  them 
through  similar  outlets. 

The  next  major  addition  to  the  company's  line  was  a  product  used  to 
insulate  homes  against  heat,  cold,  and  sound.  Known  as  "Farr  Lining," 
it  was  invented  by  Mr.  Farr  in  1892.  It  was  made  by  quilting  or  stitch- 
ing between  layers  of  paper  a  filler  of  eelgrass.  This  grass  grew  abun- 
dantly along  the  shores  of  the  Atlantic  Ocean;  and  it  had  two  important 
qualities  in  addition  to  its  insulating  characteristics:  it  was  noninflam- 
mable  and  insect-resistant.  Farr  Lining  was  a  pioneer  among  insulating 
products.  The  company  worked  chiefly  through  architects  in  marketing 
this  product,  as  it  did  in  the  case  of  shingle  stains.  Distribution  was 
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through  building  supply  companies.  Not  much  success  was  achieved 
in  developing  this  business  until  about  1921,  after  which  date  sales  and 
profits  increased  substantially. 

In  1905  the  Farr  company  bought  out  one  of  its  customers,  a  small 
manufacturer  of  tarred  felt  roofing  material.  The  acquired  unit  was 
absorbed  into  the  main  company.  Its  business,  never  large,  continued 
to  shrink.  In  1938,  sales  were  made  only  in  the  home  state,  by  one 
special  salesman. 

In  1906  the  founder  of  the  Farr  company  died  and  was  succeeded  as 
general  manager  by  his  twenty-two-year-old  son,  John  Farr.  The  latter, 
educated  at  Harvard  University  and  Massachusetts  Institute  of  Tech- 
nology, was,  like  his  father,  primarily  a  chemist.  He  enjoyed  laboratory 
and  experimental  work.  Under  his  direction,  several  products  were 
developed.  Some  attained  only  limited  volume.  In  this  class  were  a 
brick  waterproofing  material,  a  cement  waterproofing  material,  brick 
stains,  cement  stains,  and  stucco  stains;  also  some  new  wood  preserva- 
tives, insecticides,  and  penetrating  oils.  However,  about  1924,  when, 
as  will  be  explained  more  fully  later,  the  company's  shingle-stain  busi- 
ness was  losing  ground,  Mr.  Farr  made  a  new  and  very  consequential 
discovery — a  new  process  for  making  paint.  It  was  a  colloidal  process, 
by  which  the  color  pigment  was  disintegrated  to  a  submicroscopic  fine- 
ness and  colloidally  dissolved  in  the  vehicle  (linseed  oil),  so  that  it 
stayed  in  suspension  and  did  not  settle  out.  The  process  was  patented, 
although  Mr.  Farr  believed  patents  in  the  paint  industry  afforded  very 
little  protection.  This  product's  chief  practical  virtues  were  that  it  was 
more  weather-resistant  than  the  outside  paints  then  used,  would  not 
fade  when  made  in  colors,  and  would  not  turn  gray  when  made  in 
white.  Moreover,  when  applied,  it  left  a  smooth,  even  finish,  showing 
no  brush  marks.  At  first,  the  company  made  only  white  paint,  but 
shortly  made  green  also.  Green  was  a  widely  used  outside  color,  and 
one  which  in  the  case  of  most  paints  was  subject  to  fading.  Farr's  new 
green  paint  was  guaranteed  colorfast.  By  1929,  all  standard  outside 
colors  were  available,  although  whites  and  greens  still  supplied  80% 
of  the  volume. 

As  the  company  sought  distribution  for  its  new  paint  line,  it  ran 
into  a  situation  not  encountered  in  the  case  of  its  stains,  waterproofing, 
or  insecticides :  dealers  were  reluctant  to  take  it  on.  The  stains  and  other 
products  were  considered  as  specialties.  They  did  not  compete  with  any 
main  lines  carried  by  distributors.  The  paints,  however,  although  at 
first  offered  only  as  outside  paints  in  white  and  a  few  colors,  did  com- 
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pete  with  whatever  main  line  or  lines  of  paint  a  distributor  handled. 
A  dealer,  in  such  a  case,  had  considerable  pressure  put  on  him  by  his 
main  supplier  to  induce  him  to  refrain  from  stocking  Farr  paint. 
Mr.  Farr  concluded  that  in  order  to  get  distribution  he  should  develop 
a  fairly  full  line  of  paints  for  inside  and  outside  use,  in  all  the  usual 
colors. 

By  1938  the  company  was  making,  and  offering  to  the  trade,  outside 
house  paint  in  24  colors  and  white,  roofing  paint  in  5  colors,  inside 
paint  in  10  colors  and  white,  deck  and  floor  paint  in  8  colors,  creosote 
shingle  stains  in  14  colors,  heavy-bodied  shingle  stains  (which  gave  a 
dull  painted  appearance)  in  14  colors,  interior  wood  stains  in  12  colors, 
stucco  and  brick  stains  in  12  colors,  and  a  casein  coating  (for  inside  use 
for  industrial  buildings,  hotels,  apartments,  and  garages )  in  6  colors  and 
white.  These  were  offered  in  quart,  gallon,  and  five-gallon  containers. 
Compared  with  what  the  big  paint  manufacturers  offered,  this  was  still 
a  fairly  small  line.  Any  one  of  several  large  companies  offered  more 
types  of  paints,  besides  stains,  enamels,  and  varnishes;  offered  a  some- 
what greater  number  of  colors;  and  offered  them  in  more  container  sizes, 
including  pints,  half-pints,  and  quarter-pints  (called  "shelf  goods"  in  the 
trade ) .  Moreover,  such  a  company  had  almost  this  complete  assortment 
of  products,  types,  colors,  and  sizes  in  three  or  four  price  and  quality 
ranges.  Mr.  Farr  attempted  to  compete  only  with  the  highest  quality 
products. 

He  felt  impelled  to  enter  the  paint  field  in  an  aggressive  manner  be- 
cause of  the  development  after  1926  of  a  number  of  factors — related 
and  unrelated — but  all  unfavorable  to  the  company's  other  product 
lines: 

1.  The  decreased  use  of  wood  shingles  resulted  in  a  declining  market  for 
wood  stains  and  stained  shingles  throughout  the  1920's. 

2.  Residential  building,  one  of  the  company's  principal  ultimate  markets, 
started  to  decline  after  1928.  By  1932  the  value  of  new  residential  building  in 
the  United  States  was  only  8%  of  what  it  had  been  in  1928. 

3.  In  1928  a  local  gas  utility  company,  from  which  the  Farr  company  had 
usually  obtained  coal  tar,  was  taken  over  by  a  large  industrial  organization  which 
thereafter  used  virtually  all  the  utility  company's  coal  tar  for  its  own  purposes. 
In  consequence,  the  Farr  company  had  to  obtain  its  coal  tar  from  various  distant 
points  at  considerably  increased  cost  for  transportation.  From  this  raw  material, 
the  company  manufactured  pitch  and  distilled  creosote  and  other  oils  for  use  in 
various  of  its  products  (chiefly  stains  and  lampblack)  and  for  sale  to  other  man- 
ufacturers. Some  of  the  derived  oils  it  could  not  use  itself  and  was  obliged  to 
sell.  Of  those  it  needed,  it  had  to  supplement  its  own  production  by  purchases 
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from  other  distillers.  In  the  coal-tar  business,  the  company  competed  with  such 
large  organizations  as  Semet-Solvay  Co.  and  The  Barrett  Company  (owned  by 
Allied  Chemical  and  Dye  Corporation),  and  American  Tar  Products  Corporation 
( owned  by  Koppers  Products  Company ) .  These  competitors,  in  Mr.  Farr's  opin- 
ion, because  of  better  raw-material  connections  and  larger  volume  operations, 
were  able  to  produce  most  standard  tar  derivatives  at  less  cost  than  his  company. 
He  was  able  to  hold  onto  some  markets  by  supplying  them  with  oils  meeting 
special  specifications,  and,  as  has  been  stated,  he  supplied  a  large  part  of  his  own 
needs.  It  should  be  noted  that  the  oil  used  in  paint  was  linseed  oil,  which  is  not 
a  coal-tar  derivative. 

4.  Lampblack,  made  by  burning  creosote,  was  for  many  years  a  standard  pig- 
ment used  in  many  industries.  In  late  years,  however,  carbon  black,  made  by 
burning  gas,  has  superseded  lampblack  for  many  industrial  uses  and  has  greatly 
curtailed  the  latter's  market.  In  1938,  there  were  in  this  country  only  two  or 
three  companies,  beside  the  Farr  company,  that  still  manufactured  lampblack. 
The  remaining  declining  markets  for  the  product  were  chiefly  masonry  con- 
tractors and  paint  manufacturers. 

5.  After  1930,  for  some  unexplained  reason,  the  eelgrass,  formerly  so  profuse 
on  the  Atlantic  seaboard,  began  to  disappear,  and  within  two  years'  time  had 
virtually  vanished.  To  manufacture  its  insulating  material,  the  company  was 
forced  to  import  eelgrass  from  the  Baltic,  at  almost  prohibitive  cost.  It  did  this, 
however,  in  the  hope  that  the  grass  would  presently  reappear  on  American 
shores.  The  company  stopped  advertising  this  product  or  pushing  its  sale,  but  it 
did  fill  orders  when  received.  Since  the  early  development  of  Farr  Lining,  nu- 
merous other  insulating  materials  had  been  developed  and  marketed  by  a  wide 
range  of  competitors. 

These  various  factors  led  to  losses  in  three  of  the  company's  five 
operating  departments  in  1930.  In  1932,  losses  in  four  of  the  depart- 
ments offset  by  more  than  $73,000  the  combined  profits  of  the  stain- 
and-paint  department  and  the  investment  account.  The  net  loss  grew 
to  $118,000  in  1933,1  then  fell  to  $52,000  in  1934.  In  1935,  1936, 
and  1937,  small  profits  for  the  company  as  a  whole  were  realized,  al- 
though in  1937  four  of  the  operating  departments  showed  losses.  The 
stain-and-paint  department,  which  always  showed  a  profit,  experienced 
a  change  in  its  sales  make-up  between  1928  and  1937.  In  the  former 
year,  stains  had  provided  more  than  three-fourths  of  its  sales  and  paint 
less  than  one-fourth;  in  1937  that  was  nearly  reversed — paint  made 
up  two-thirds  of  sales  and  stain  only  one-third.  Mr.  Farr  believed  them 
to  be  about  equally  profitable. 

Some  of  the  characteristics  of  the  paint  industry  should  be  noted.  It 
was  dominated  by  20  or  30  large  manufacturers,  including:  The 
Sherwin-Williams  Company,  E.  I.  du  Pont  de  Nemours  &  Co.,  The  Glid- 

1  Includes  $114,000  loss  on  the  investment  account. 
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den  Company,  and  Pittsburgh  Plate  Glass  Company.  Each  of  these  was 
large  and  offered  several  complete  paint  lines.  Each  advertised  exten- 
sively and  had  practically  complete  national  distribution  for  its  products. 
There  were,  in  addition,  many  manufacturing  companies  of  medium 
and  small  size,  selling  their  products  in  restricted  areas.  Competition 
was  severe,  both  for  sales  and  for  outlets.  It  was  alleged  that  Sherwin- 
Williams  sold  16%  of  all  the  paint  sold  in  the  United  States,  and  that 
its  next  competitor,  Pittsburgh  Plate  Glass  Company,  sold  around  10%. 2 
Some  400  paint  manufacturers,  including  the  above  named,  accounted 
for  about  90%  of  the  total  business. 

The  distribution  side  of  the  industry  presented  a  very  complicated 
picture.  Some  distributors  were  just  wholesalers,  some  just  retailers; 
but  many  were  both,  operating  a  retail  store  or  two,  and  supplying 
several  others.  Many  of  these  so-called  "distributors"  manufactured 
some  paints  themselves  for  sale  under  their  own  brands  in  their  own 
stores,  or  in  the  outlets  they  served.  At  the  same  time,  they  typically 
carried  one  or  more  of  the  nationally  advertised  lines.  The  big  manu- 
facturers used  many  devices  to  get  and  hold  distribution.  Some  operated 
their  own  wholesale  branches;  some  operated  their  own  retail  stores. 
Some  used  their  own  outlets  and  independent  dealers;  some  used  inde- 
pendents only;  some  sold  brushes  as  well  as  paints.  Franchises  were 
awarded  to  independents  on  various  bases.  The  tendency,  however,  was 
for  a  dealer  to  carry  only  one  nationally  or  regionally  advertised  line, 
with  perhaps  a  brand,  or  brands,  of  his  own. 

It  was  manifestly  desirable,  from  the  manufacturer's  standpoint,  to 
have  outlets  carry  his  lines  exclusively;  and  from  a  dealer's  position  as 
well  it  was  desirable,  if  he  could  get  a  good  line.  To  double  up  or  triple 
up  on  lines  meant  greater  investment  in  inventory,  greater  store  space 
needed,  more  complicated  buying  procedure,  and  a  dilution  of  sales 
promotional  efforts.  Against  this  background,  the  paint  manufacturers 
were  constantly  vying  with  one  another  to  get  the  best  dealers  to  carry 
their  products.  In  order  of  their  importance,  the  usual  outlets  were 
paint  stores,  hardware  stores  and  hardware  departments,  builders'  sup- 
ply firms,  and  drugstores. 

In  the  United  States  paint  and  varnish  industry,  about  40  %  of  total 
production  was  sold  to  industrial  organizations  for  use  on  their  buildings 
and  equipment  and  on  the  products  they  manufactured.  (Automobile 
manufacturers  made  up  the  largest  group  of  buyers,  railroads  the  second 


2  "18,500,000  Gallons  of  Paint,"  Fortune,  August,  1935,  p.  70. 


LORIN  FARR  &  CO. 


159 


largest. )  Sixty  per  cent  was  sold  for  use  in  interior  and  exterior  house 
painting.  In  1927  it  was  estimated  that  25  r <  was  for  new  houses,  75  rr 
for  repainting.  In  1938  the  percentage  for  new  houses  was  very  much 
smaller.  The  Farr  company  was  interested  only  in  the  house-paint  field. 

The  ultimate  buyers  of  house  paint  were :  ( 1 )  professional  painters 
and  contractors;  (2)  house  owners  who  themselves  bought  paint, 
though  it  was  to  be  applied  by  professional  painters;  and  ( 3  )  house- 
holders who  bought  paint  to  apply  themselves.  Among  professional 
painters  and  contractors,  there  were  some  who  bought  ingredients  and 
mixed  their  own  paint,  and  others  who  had  local  paint  manufacturers 
prepare  it  for  them  according  to  specifications.  Painters  made  up  much 
the  largest  class  of  buyers.  Generally  speaking,  they  bought  primarily 
on  a  price  basis,  as  did  most  house  owners.  The  officers  of  the  Farr 
company  believed,  however,  that  there  was  a  large  group  of  "house 
proud"  people  who  wanted  their  homes  to  look  right,  and  who  would 
buy  a  premium  paint  to  get  the  best  results.  It  was  claimed  that  Farr 
paints  not  onlv  looked  better,  but  lasted  longer.  For  instance,  in  a 
climate  where  a  house  needed  painting  once  every  four  years  with  an 
average  good-quality  paint,  it  would  need  painting  only  every  five  years 
with  Farr  paint.  On  the  other  hand,  it  should  be  noted  that  the  work- 
manship of  the  painter  was  a  very  important  factor  in  determining  how 
the  job  would  look,  and  how  long  it  would  last.  Roughly  calculated, 
in  painting  a  house,  materials  made  up  20%  to  25%  of  the  total  cost 
and  labor  75%  to  80 

As  was  pointed  out,  the  Farr  company  experienced  no  particular 
trouble  obtaining  distribution  for  its  original  specialties.  Farr  shingle 
stains,  especially,  were  well  known  throughout  the  trade.  The  company 
had  for  years  advertised  its  products  widely  in  such  national  magazines 
as:  Good  Housekeeping,  House  &  Garden,  and  House  Beautijul;  also 
in  Architectural  forum,  and  various  trade  journals.  It  had  circularized 
architects,  had  representatives  call  on  them,  and  had  been  very  success- 
ful in  getting  them  to  specify  Farr  products  for  new  houses  and  build- 
ings. Near  home,  the  company  had  used  its  own  salesmen  to  sell  direct 
to  retailers.  In  the  rest  of  the  country,  it  had  been  represented  by 
manufacturers'  agents. 

In  1929  Mr.  Farr  started  actively  to  promote  his  new  outside  paint. 
Inasmuch  as  architects  typically  did  not  specify  paints  by  name,  he  could 
not  use  them  to  the  same  extent  in  creating  demand  for  this  product 
as  he  had  done  for  the  others.  He  decided  to  enlarge  his  sales  organiza- 
tion from  three  or  four  men  to  perhaps  twenty,  and  have  them  call 
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directly  on  dealers  over  a  large  part  of  the  country.  He  advertised  the 
new  product  in  magazines,  and  used  direct-mail  announcements,  offer- 
ing samples  of  the  new  paint  to  any  painters  or  dealers  who  requested 
them.  The  depression  modified  this  program  to  the  extent  of  building 
up  the  sales  group  to  about  one  dozen  men,  rather  than  twenty. 

The  company's  salesmen,  with  one  exception,  were  supposed  to  spend 
substantially  all  their  time  selling  paint,  stain,  insulation  material,  and 
stained  shingles.  If  they  had  a  chance  to  sell  any  of  the  other  products, 
they  were  expected  to  do  so,  but,  for  the  most  part,  Mr.  Farr  himself, 
his  sales  manager,  and  one  special  salesman,  sold  the  other  products 
directly  from  headquarters.  These  were  lampblack,  pitch,  special  oils 
sold  primarily  to  a  dozen  or  so  large  buyers,  and  roofing  materials  sold 
to  builders'  supply  firms  in  the  territory  near  the  plant. 

The  company's  manufacturing  costs  for  paint,  so  Mr.  Farr  believed, 
were  higher  than  the  costs  of  competitors.  His  paint  contained  no  filler 
(talc  or  chalk).  Instead  it  had  a  larger  amount  of  pigment  than 
competitive  paints.  Moreover,  the  linseed  oil  used  in  Farr  paint  was 
processed  by  the  company  to  a  higher  viscosity  than  were  paint  oils  gen- 
erally. The  company's  volume  on  many  colors  and  types  was  compara- 
tively small;  hence,  manufacturing  runs  were  short  and  relatively  ex- 
pensive. 

In  consequence,  the  company  asked  a  higher  price  for  its  paint  than 
did  competitors.  In  a  typical  instance,  a  competitor's  list  price  per  gallon 
for  its  first  quality  was  $3.25;  the  Farr  price  was  $4.  As  was  customary 
in  the  industry,  prices  to  dealers  were  quoted  by  discounting  from  the 
list  (retail)  price.  The  Farr  company's  discount  terms  were  30%  and 
10%;  the  larger  companies  in  the  industry  usually  offered  somewhat 
larger  discounts:  30%,  10%,  and  10%.  The  Farr  company  relied  on 
the  allegedly  superior  quality  of  its  product  to  warrant  the  higher  price. 
In  the  case  of  outside  paints,  according  to  Mr.  Farr,  the  superior  qualities 
of  Farr  products  were  clearly  demonstrable,  and  hence  appealed  to 
house  owners.  In  the  case  of  inside  paints,  however,  the  longer  wearing 
qualities  were  of  relatively  little  importance,  since  any  reasonably  good 
paint  would  last  indoors  until  the  house  owner  got  tired  of  it. 

Paint  manufacturers,  large  and  small,  attempted  continually  to  im- 
prove their  products.  Since  Mr.  Farr's  discovery  of  the  colloidal  process, 
various  manufacturers  had  developed  paints  and  enamels  with  new 
and  desirable  characteristics.  Inasmuch  as  this  was  happening  continu- 
ally, a  competitive  advantage  achieved  by  any  one  manufacturer  was 
dissipated  rapidly.  In  1939,  therefore,  many  painters  and  many  paint 
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manufacturers  would  not  admit  the  superiority  of  Farr  paint.  Some  ad- 
mitted the  superiority,  but  did  not  believe  it  warranted  the  higher  price. 
The  company  was  trying  to  increase  the  number  who  did  so  believe. 
In  1938  it  had  about  300  regular  customers  for  paint  whom  it  classified 
as  agents;  they  carried  stocks  of  Farr  paint.  Their  number  had  increased 
about  5  %  a  year  for  the  previous  three  years.  In  a  second  classification 
were  some  200  others  called  dealers,  who  occasionally  bought  Farr 
paint  to  fill  orders.  Most  of  these  500  companies,  plus  two  or  three 
hundred  others,  had  carried  the  company's  stains  for  many  years.  There 
were  in  the  United  States  about  8,000  retail  paint  stores.  Moreover, 
paint  was  sold  by  most  of  the  70,000  hardware  stores  and  building 
supply  firms  and  by  many  of  the  5,000  department  stores  and  58,000 
drugstores.  Farr  officers  believed  that  a  company  like  The  Sherwin- 
Williams  Company  had  several  thousand  outlets. 

Mr.  Farr  was  in  his  middle  fifties  in  1939-  Since  his  father's  death, 
in  addition  to  acting  as  president  and  general  manager,  he  had  per- 
sonally directed  the  chemical  laboratory.  The  laboratory  force  consisted 
of  four  people  whose  job  it  was  to  check  raw  materials  and  the  com- 
pany's own  products  to  see  that  standards  were  maintained.  They  also 
did  considerable  experimental  work. 

In  charge  of  the  company's  plant  was  Mr.  Reynolds.  He  was  about 
forty-five  years  old,  a  graduate  in  chemistry  of  Massachusetts  Institute 
of  Technology.  He  supervised  production  and  scheduled  manufacturing. 
He  did  most  of  the  company's  raw-material  purchasing,  although  he 
and  Mr.  Farr  consulted  before  he  placed  orders  of  unusually  large  vol- 
ume. Mr.  Reynolds  had,  as  his  direct  assistant,  a  general  foreman  in 
charge  of  employment  and  the  routine  operation  of  the  plant.  There 
were  eight  subforemen  in  charge,  respectively,  of  paints,  stained  shin- 
gles, lampblack,  insulation,  distillery,  pitch  and  road  tar,  tar  paper,  and 
refining.  There  were  about  100  workers,  most  of  whom  were  not  highly 
skilled.  In  addition  to  his  activities  in  the  laboratory,  Mr.  Farr  spent  a 
good  deal  of  time  in  the  plant  discussing  various  things  with  Mr.  Reyn- 
olds. 

The  treasurer,  an  elderly  man,  had  been  relieved  of  all  responsibility; 
he  was,  in  effect,  pensioned.  Mr.  Farr  himself  managed  the  company's 
financial  affairs.  This  included  the  supervision  of  its  investment  account. 
In  these  matters,  he  frequently  sought  advice  from  one  of  the  company's 
directors  who  had  had  considerable  investment  experience. 

Mr.  Jones  was  office  and  credit  manager.  Forty-five  years  old,  he  had 
been  with  the  company  many  years,  having  served  once  as  a  salesman. 
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Exhibit  1 
LORIN  FARR  &  Co. 

Annual  Income  Statements,  1928-37 

1928            1929  1930  1931  1932 

Stain  and  paint— sales  $  404,958  $  404,882  $   383,734  $  332,064  $  227,883 

Stain  and  paint— operating  income       59,809         37,906  67,629  59,951  11,710 

Lampblack— sales                            127,668        140,673  94,698  72,306  41,056 

Lampblack— operating  income ...  .       11,997         29,706  24,338*  3,256  16,257* 

Coal-tar  products— sales                    564,010       465,952  309,353  250,486  197,476 

Coal-tar  products — operating  in- 
come                                       102,555          6,304  15,346*  9,634*  8,402* 

Insulating— sales                             262,048        265,600  169,087  98,895  49,321 

Insulating— operating  income              51,002         41,116  15,800  26,496*  38,268* 

Stained  shingles— sales                     439,034       314,580  219,456  110,352  53,273 

Stained  shingles — operating  in- 
come 23,766         15,189  1,639*  31,685*  43,553* 

Total— sales  $1,797,718  $1,591,687  $1,176,328  $  864,103  $  569,009 

Total— operating  income  $  249,129  $   130,221  $     42,106  $      4,608*  $  94,770* 

Deduct  other  charges  $          40*  $      1,330  $      2,120  $      4,384  $  1,165 

Add  other  income — from 
investments,  bank  de- 
posits, etc                           37,926         49,745  111,829  35,920  38,116 

Profit  from  sale  of  securities.        1,062           1,092      15,567* 

Total  $     38,988  $     50,837  $   111,829  $     35,920  $  22,549 

Net  income  before  federal  taxes ....     288,157        179,728  151,815  26,928  73,386* 
Federal  income  tax — previous 

year  $     35,241  $     34,212  $     17,689  $      7,163  $  3,107 

Net  income  after  federal  income 

taxes  $  252,916  $   145,516  $   134,126  $     19,765  $  76,493* 

Previous  surplus                            1,008,770     1,063,241  1,010,312  1,083,378  1,103,143 

Total                                        $1,261,686  $1,208,757  $1,144,438  $1,103,143  $1,026,650 

Special  deduction  for  bad  debts 

and  other  charges          

Dividends  (cash)                    198,445        198,445  61,060   

Dividends  (securities 

distributed)          

Total,  special  deductions 

and  dividends  $   198,445  $   198,445  $  61,060   

Final  surplus                               1,063,241     1,010,312  1,083,378  $1,103,143  $1,026,650 


Mr.  Jackson  was  acting  sales  manager.  He  had  never  been  a  field 
salesman,  but  for  five  years  before  1928  had  served  as  assistant  to  the 
sales  manager,  his  work  then  being  to  compile  and  analyze  sales  sta- 
tistics. In  1928  the  sales  manager  died,  and  Mr.  Farr  appointed  as  his 
successor  Mr.  Roberts,  one  of  the  company's  salesmen.  Mr.  Jackson 
continued  to  act  in  his  former  capacity  as  assistant.  Mr.  Roberts  proved 
unsatisfactory;  he  was  unable  to  rally  the  support  of  the  salesmen,  and 
was  generally  lacking  in  productive  ideas.  Mr.  Farr  discharged  him  in 
1932,  and  appointed  Mr.  Jackson  acting  sales  manager,  with  the  idea 


LORIN  FARR  &  CO. 


163 


Exhibit  1 — Continued 


LORIN  FARR  &  Co. 

Annual  Income  Statements,  1928-37 


1933 

1934 

1935 

1936 

1937 

Stain  and  paint — sales  $ 

»  231,638 

$272,679 

$320,989 

$399,426 

$442,448 

Stain  and  paint — operating  income 

54,736 

15,493 

25,824 

35,500 

101,247 

41  818 

44  089 

51  8S8 

57,533 

52,930 

Lampblack — operating  income  .... 

13,851* 

1,454* 

3,860* 

700 

3,322* 

Coal-tar  products — sales 

170,644 

214,266 

229,472 

265,680 

206,596 

Coal-tar  products — operating  in- 

come 

9,198* 

15,901* 

9,643* 

43,338* 

29,688* 

Insulating — sales  

37,376 

42,254 

70,988 

71,055 

55^862 

Insulating — operating  income  

11,612* 

35,698* 

9,042 

8,317 

3,775* 

Stained  shingles— sales  

59,075 

69,008 

156,249 

174,078 

135,698 

Stained  shingles — operating  in- 

23,377* 

32,215* 

8,383* 

23,466* 

33,189* 

Total — sales  $ 

5  542,571 

$642,296 

$829,556 

$967,772 

$893,534 

Total — operating  income  !j 

5  3,302* 

$  69,775* 

$  12,980 

$  22,287* 

$  31,273 

Deduct  other  charges  J 

5  679 

$  1,503 

$  9,847 

$  4,628 

$  564 

Add  other  income — from 

investments,  bank  de- 

• 

14  112 

27,108 

27,143 

IS  918 

21  170 

Profit  from  sale  of  securities. 

148,625* 

8',628* 

5,056* 

1,289* 

Total  3 

>  114,313* 

$  18,478 

$  27,143 

$  30,862 

$  22,081 

Net  income  before  federal  taxes .... 

1 1 8  ?Q4* 

52  800* 

10  276 

1  Q47 

S2  790 

Federal  income  tax — previous 

year  « 

>  189 

$  2,518 

Net  income  after  federal  income 

5  118,483* 

$  52,800* 

$  30,276 

$  1,429 

$  52,790 

1,026,650 

908,167 

824,857 

801,741 

765,198 

Total  i 

P  908,167 

$855,367 

$855,133 

$803,170 

$817,988 

Special  deduction  for  bad  debts 

and  other  charges  

36,521 

Dividends  (cash)  

30,510 

53,392 

13,729 

3,051 

Dividends  (securities 

distributed)  

24,243 

Total,  special  deductions 

and  dividends  

$  30,510 

$  53,392 

$  37,972 

$  39,572 

£  908,167 

824,857 

801,741 

765,198 

778,416 

*  Red  figures. 

that  this  would  be  a  stopgap  arrangement.  In  1939  the  arrangement 

was  still  in  force;  it  had  been 

continued 

as  an 

economy 

measure. 

Mr.  Farr  meanwhile  helped  all  he  could  with  sales  management.  He 
hired  and  fired  salesmen  and  determined  salaries.  Together  with 
Mr.  Jackson,  he  mapped  out  sales  territories  and  routed  salesmen  to 
some  extent.  The  men  themselves  were  given  considerable  leeway  in 
planning  the  use  of  their  time.  Prices  were  set  by  Messrs.  Farr,  Jackson, 
and  Reynolds.  Mr.  Jackson  handled  most  of  the  correspondence  with  cus- 
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Exhibit  2 

LORIN  FARR  &  Co. 

Comparative  Year-End  Balance  Sheets,  December  31,  1928-37 
(000  Omitted) 

1928     1929      1930     1931     1932      1933     1934     1935     1936  1937 


Cash  $  44  $     27  $     29  $     14  $     29  $      7  $     22  $   161  $   116  $  115 

Investments  (Cost) ...  542  516  561  633  636  553  479  327  295  299 
Investments  (Market 

Value.)     (395)   (376)   (458)   (400)   (361)   (457)  (296) 

Receivables   218  216      154      122        96        92        94      118      117  70 

Inventories   (470)     468      473      485      428      444      422      423      484  (552) 

Stain  and  Paint   37    199 

Lampblack   12      ...      23 

Coal  Tar   187    179 

Insulating   69      105 

Stained  Shingles ....  60    46 

Consigned  Stock. . . .  105   

Total  Current 

Assets  $1,274  $1,227  $1,217  $1,254  $1,189  $1,096  $1,017  $1,029  $1,012  $1,036 


Advances  and  Deferred 

Charges                         6         8  10        10         9        11        10         6         4  7 

Land                              69        69  69        69        69        69        69       69        69  69 

Plant  and  Equipment 

(Net)                        361      376  362      349      331      318      308      286      275  265 

Treasury  Stock   10  10   10   10   10   10   10   10   10   10 

Total  Assets  $1,720  $1,690  $1,668  $1,692  $1,608  $1,504  $1,414  $1,400  $1,370  $1,387 

Accounts  Payable              41        52  34        20        13        26        20        30        40  35 

Other  Current  Lia- 
bilities   74  85   8   27   26   28   27   26  23  32 

Total  Current  Lia- 
bilities $  115  $  137  $    42  $    47  $     39  $     54  $    47  $    56  $    63  $  67 

Capital  Stock                  542      542  542      542      542      542      542      542      542  542 

Surplus                       1,063    1,011  1,084    1,103    1,027      908      825      802      765  778 

Total  Liabilities.  .$1,720  $1,690  $1,668  $1,692  $1,608  $1,504  $1,414  $1,400  $1,370  $1,387 


tomers  and  with  salesmen.  He  approved  salesmen's  expense  accounts. 
He  went  into  the  field  to  help  the  salesmen  about  10%  of  the  time. 
Mr.  Farr  did  the  same  sort  of  thing  perhaps  two  weeks  each  year.  Sales- 
men sent  in  weekly  cards  showing  calls  made  and  results  of  interviews. 
Sales  orders  were  sent  in  as  sales  were  made.  Many  orders  came  direct 
from  dealers  and  agents.  A  large  part  of  the  salesmen's  work  for  the 
years  just  preceding  1939  consisted  of  introducing  the  new  Farr  paints. 
This  meant  calling  on  architects,  painting  contractors,  and  paint  dealers. 
Lists  of  names  were  furnished  them  by  the  head  office.  The  salesmen 
also  called  regularly  on  firms  already  carrying  the  company's  lines.  The 
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(By  Departments) 
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Materials  

Packages  

Labor  and  salaries  

Repairs  

Upkeep  labor  

Supplies  

Fixed  charges — (total) .  . 

Taxes  

Insurance  

Depreciation  

Power,  heat,  and  light. 

Barge — operating  

Tank  car — operating 
Factory  overhead — 

labor,  laboratory, 

supplies,  etc  

Selling  expenses: 

Freight  and  cartage 
out  

Samples  

Commission  

Telephone  and  tele- 
graph   

Miscellaneous  

General  selling 
(salaries,  traveling 

expense,  etc.)  

Advertising: 

Magazines  

Circulars  

Miscellaneous  

General  advertising .  .  . 
Administrative  expense . 

Total  


Basis  of  allocating: 
General  selling .  .  . 
General  advertising 
Administration. . . 


Paint  and 
Stain 

Lampblack 

Coal-Tar 
Products 

Insulating 

Stained 
Shingles 

Total 

C  X  1  o 

5  3,Z)1 

$1UZ,303 

Ci  1    CI Q 
5>ll,OlO 

3>114,13y 

Cnn  cio 

29,011 

4,202 

23,307 

56,521 

19,119 

7,761 

18,023 

8,803 

18,947 

72,655 

z,4y  / 

1  AQ~) 

i,4yz 

A  A9A 
4,4ol 

ou/ 

1  xx\ 
1,331 

1A  Al  C\ 

1U,41U 

4 

146 

11 

162 

z,4/y 

1  ICC 

Z,335 

z,3uy 

fd  A 

0Z4 

X  SC./1 

3,o54 

11   AO  X 

ll,OZ3 

C £  ccoA 

'V14,U1  /  ) 

f x~>  ziocA 

( 0.  1  QfW 
\J5,Lyl)J 

f  £  hi  A 

vo/,4y4  ) 

2,031 

7,455 

1,578 

1,780 

879 

13,725 

945 

1,518 

8,795 

908 

176 

12,342 

1  X8.A 

4,o01 

A  1  AA 
4,144 

1  c.1  Q 

z,  jiy 

i,ozy 

1  A  1X0. 
14, /jo 

2,198 

183 

17,978 

2,983 

3,347 

26,689 

3,o4Z 

986 

986 

15,153 

X  Q.&X 

3,003 

lo,Z/4 

3,oZU 

AS.  (Y7f\ 
4o,U/U 

">  xxi 

33-L 

i  ill 
Z,  /Z3 

1  ,U41 

4yu 

ft  Q1  Q 

o,yiy 

17,650 

5 

124 

822 

394 

18,998 

988 

637 

479 

241 

74 

2,422 

63 

18 

13 

42 

37 

175 

236 

4 

38 

385 

664 

37,610 

7,675 

4,605 

15,351 

11,513 

76,755 

32,555 

48 

266 

32,862 

5,619 

636 

539 

64 

6,868 

2,025 

353 

79 

228 

2,686 

1,001 

204 

133 

408 

314 

2,043 

24,258 

10,393 

20,786 

6,937 

6,929 

69,287 

$341,200 

49% 

49 

35 

$56,252 

10% 

10 

15 

$236,284 

6% 
6 

30 

$59,637 

20% 

20 

10 

$168,887 

15% 

15 

10 

$862,261 

100%, 

100 

100 

frecjuenqr  of  these  calls,  depending  on  the  situation,  varied  from  once 
every  other  week  to  four  times  a  year.  The  salesmen  were  located  as 
follows:  three  in  New  England,  three  in  New  York,  one  in  Philadelphia, 
one  in  Atlanta,  one  in  Cleveland,  and  three  in  Chicago.  Some  of  these 
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covered  large  territories,  as,  for  instance,  the  last  three,  who  worked 
out  of  Chicago  as  far  west  as  Kansas  City.  They  were  paid  a  salary  and 
bonus  and  earned  on  the  average  about  $160  per  month. 

When  Mr.  Jackson  was  made  acting  sales  manager  in  1932,  no  one 
was  given  his  previous  job;  rather,  in  the  interest  of  economy,  the 
company  ceased  to  maintain  any  very  voluminous  sales  statistics.  It  was 
known,  however,  that  paint  and  stain  sales  were  derived  from  the 
various  areas  as  follows:  30%,  New  England;  30%,  New  York;  10%, 
Philadelphia  district;  5%,  south  central  states;  20%,  Chicago  and  the 

Exhibit  4 


LORIN  FARR  &  Co. 
Plant  and  Equipment  Accounts  and  Depreciation  Charges,  1937 


Net  Book  Value 

Depreciation 

December  31,  1937 

Taken,  1937 

Stain  plant  

$  26,937 

$  1,384 

Black  plant  

92,363 

4,861 

Coal-tar  products  plant  

60,293 

3,173 

Insulating  plant  

35,102 

1,847 

Stained-shingle  plant  

28,883 

2,028 

Laboratory  

1,484 

78 

Barge  

441 

110 

Tank  cars  

1,078 

270 

Stained-shingle  equipment  

3,351 

376 

Automobiles  

5,447 

1,563 

Fordson  tractor  

190 

81 

Office  furniture  and  fixtures  (headquarters 

and  branches)  

4,563 

767 

Drums  

5,590 

592 

Total  

$265,722 

$17,130 

Land  

$  68,903 

West;  5%,  rest  of  the  country.  Stained  shingles  were  sold  as  follows: 
60%,  New  England;  15%,  Chicago;  25%,  elsewhere. 

Exhibit  1  shows  annual  sales  and  income  statistics  for  the  period 
1928-37.  Exhibit  2  reproduces  annual  balance  sheets  for  the  same 
years.  Exhibit  3  gives  a  breakdown  by  sales  divisions  of  manufacturing, 
sales,  and  administrative  expense  for  the  year  1937.  Exhibit  4  indicates 
the  book  value  of  plant  buildings  and  equipment,  December  31,  1937, 
and  the  amounts  of  depreciation  charged  in  1937. 

It  will  be  noted  that  large  inventories  were  carried  throughout  this 
period.  Mr.  Farr  explained  that  from  1931  on,  these  were  largely  raw 
materials.  He  believed  that  holding  them  afforded  a  good  safeguard 
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against  inflation.  For  the  same  reason,  he  changed  the  complexion  of 
the  company's  investment  account  rather  completely  in  1932,  1933, 
and  1934.  He  sold  most  of  the  bonds  held,  taking  a  bad  loss  in  some 
cases,  and  transferred  the  money  into  equity  securities. 

Mr.  Farr  and  his  sister  held  control  of  the  company;  there  were  very 
few  minority  stockholders.  The  board  of  directors  consisted  of  Mr.  Farr, 
his  sister,  the  retired  treasurer,  the  company's  lawyer,  and  another  man 
who  was  trustee  of  an  estate  of  which  the  sister  was  a  beneficiary. 
Mr.  Farr  had  one  son,  a  recent  college  graduate  working  in  the  com- 
pany's office.  He  held  no  particularly  responsible  position. 


RAYBURN  MACHINERY  COMPANY 


In  April,  1937,  Mr.  Knight,  the  president  of  the  Rayburn  Machinery 
Company,  enclosed  in  the  annual  report  to  stockholders  for  1936  the 
following  special  statement: 

One  could  not  have  been  associated  with  the  management  of  the  Rayburn 
Machinery  Company  during,  and  since,  the  depression,  without  viewing  its  fu- 
ture with  a  certain  degree  of  optimism. 

While  the  Rayburn  Machinery  Company,  in  common  with  other  companies, 
has  reflected  the  effects  of  the  depression  in  loss  of  income,  passing  of  dividends, 
and  reduction  of  surplus,  I  believe  that  much  has  been  accomplished  during  the 
period  just  passed  which  will  be  of  lasting  benefit  to  the  company,  and  which 
could  not  have  been  done  during  a  period  of  great  activity. 

The  outstanding  event  and  one  around  which  most  of  our  progress  centers 
was  a  change  in  management. 

The  resignation  of  the  general  superintendent  in  1930  and  the  retirement  of 
the  general  manager  in  December,  1931,  necessitated  this  change.  Mr.  L.  V.  Davy 
became  associated  with  the  company  in  June,  1931,  and  successively  filled  the 
positions  vacated.  While,  prior  to  coming  with  the  Rayburn  Machinery  Com- 
pany, Mr.  Davy  had  had  practically  no  experience  in  our  line,  he  brought  life, 
enthusiasm  and  energy,  which,  backed  by  a  wealth  of  experience  gained  from  his 
previous  association  with  industrial  enterprises,  has  been  profitably  reflected  in 
the  development,  promotion,  production  and  distribution  of  the  products  of  the 
company. 

That  progress  has  been  made  in  the  economical  operation  of  the  company  is 
evidenced  by  a  comparison  of  the  Net  Sales  and  the  Net  Profits  for  the  years 
1930  and  1936: 


Net  Sales  Net  Profit 

1930  $465,796  $64,697  (Deficit) 

1936  489,409  29,361  (Profit) 

Difference   23,613  94,058 


While  statistics  are  extremely  pertinent  to  a  portrayal  of  the  comparative 
position  and  progress  of  a  company,  there  are  many  things  affecting  the  future 
stability,  growth,  and  development  of  a  company  and  its  products  that  do  not 
readily  yield  to  such  a  means  of  expression. 

The  improvement  of  plant  layout  during  the  period  of  low  activity,  the  de- 
velopment of  the  Engineering  Department,  the  installation  of  a  laboratory,  the 
improvement  in  personnel,  and  the  improved  spirit  of  co-operation,  are  all 
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factors  with  which  we  are  all  familiar,  and  which  are  bound  to  be  profitably  re- 
flected in  the  future  operations  of  the  Rayburn  Machinery  Company. 

The  balance  sheets  of  the  Rayburn  Machinery  Company  covering  the 
period  1932-37,  inclusive,  and  the  net  sales  for  the  same  period  are 
given  in  Exhibit  1.  Operating  statements  for  1936  and  1937  are  given 
in  Exhibit  2.  A  heavy  deficit  was  incurred  in  1931,  but  beginning  in 
1932  the  deficit  was  reduced  each  year  until  1936,  when  the  company 
reported  its  first  profit  since  1928. 

Exhibit  1 

Rayburn  Machinery  Company 

Balance  Sheets  and  Annual  Net  Sales  as  of  December  31 


Assets                       1932  1933  1934  1935  1936  1937 

Cash  $   6,872  $    6,701  $  27,258  $  20,598  $  57,562  $  46,861 

Assets  and  Notes  Receivable  (Net)   26,256  24,212  33,206  68,894  40,040  34,585 

Merchandise                               246,756  229,736  206,389  187,939  186,444  192,836 

U.S.  Government  Securities              82,834  70,689         

Total  Current  Assets  $362,718  $331,338  $266,853  $277,431  $284,046  $274,282 

Real  Estate                                  83,405  84,493  82,085  80,214  76,640  76,171 

Machinery                                 131,444  119,998  112,963  110,889  110,968  124,753 

Other  Prepaid  Items                        21,080  17,236  17,198  17,513  15,606  9,815 

Total  Assets  $598,647  $553,065  $479,099  $486,047  $487,260  $485,021 


Liabilities 

Accounts  Payable  $    4,455  $    3,757  $    4,834  $  15,197  $    7,284  $  3,589 

Notes  Payable                                37,581  54,000  6,000   

Accruals                                       1,886  4,256  855  1,463  4,592  4,015 

Federal  Taxes           4,500   3,395 

Total  Current  Liabilities  $  43,922  $  62,013  $  11,689  $  16,660  $  16,376  $  10,999 

Capital  Stock                              185,760  185,760  185,760  185,760  185,760  185,760 

Surplus                                       368,965  305,292  281,650  283,627  285,124  288,262 

Total  Liabilities  $598,647  $553,065  $479,099  $486,047  $487,260  $485,021 

Net  Sales  $194,963  $195,872  $275,798  $361,724  $489,409  $451,805 


The  Rayburn  Machinery  Company  was  founded  in  1895  to  exploit 
a  patent  on  a  new  design  for  centrifugals.  Throughout  its  history,  the 
company  had  manufactured  only  centrifugals  except  for  a  few  minor 
auxiliaries  added  after  1933.  The  centrifugal  is  used  wherever  there  is 
need  for  separating  a  lightweight  portion  of  a  mass  from  a  heavyweight 
portion.  The  mixed  mass  is  placed  in  a  "basket"  which  is  revolved  at 
high  speeds.  As  the  revolutions  per  minute  increase,  the  lighter  portion 
or  portions  of  the  mass  are  separated  from  the  heavier  by  centrifugal 
force.  The  lighter  portions  pass  through  the  screened  sides  of  the  basket 
and  are  then  drawn  off.  The  heavy  mass  left  in  the  basket  is  then 
'plowed  out"  by  a  special  attachment,  and  the  centrifugal  is  ready  for 
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the  next  batch.  In  its  more  complex  designs,  a  centrifugal  can  separate 
three  or  four  materials  by  drawing  them  from  the  basket  at  different 
levels.  Also,  a  centrifugal  may  be  designed  to  receive  a  constant  stream 
of  the  material  to  be  separated.  The  processing  industries,  as  opposed  to 
the  fabricating  industries,  furnish  the  greatest  market  for  centrifugals 
because  processing  frequently  necessitates  the  removal  of  liquid  from 
the  processed  material.  Wherever  there  is  a  premium  on  quick  drying 
of  materials,  a  centrifugal  may  be  used.  In  dyeing  or  in  impregnating, 
the  cloth  or  other  material  is  loosely  packed  in  the  basket.  The  dye  is 
then  placed  in  the  middle  of  the  basket,  which  is  revolved  alternately 

Exhibit  2 

Rayburn  Machinery  Company 

Operating  Statements,  1936  and  1951 ,  Years  Ended  December  31 


1936 

1937 

Net  sales  

3489,409 

$451,805 

Cost  of  goods  sold  

  357,972 

332,824 

Gross  margin  

  131,437 

118,981 

Selling  expense  

  32,960 

28,125 

General  expense  

  51,097 

53,190 

Depreciation  

  12,331 

12,155 

Reserve  for  federal  taxes  

  6,784 

1,200 

Total  expense  

  103,172 

94,670 

Operating  profit  

28,265 

24,311 

Other  income  

1,096 

1,118 

Net  profit  

  29,361 

25,429 

Dividends  

  27,864 

22,291 

Net  to  surplus  

  1,497 

3,138 

at  high  and  low  speeds,  causing  the  dye  to  move  outwards  and  inwards 
through  the  cloth. 

Before  1900,  centrifugals  were  used  only  in  the  production  and  re- 
fining of  cane  sugar  and  in  separating  milk  and  cream.  The  Rayburn 
Machinery  Company  had  been  established  to  serve  the  former  industry, 
but  the  rise  of  the  beet  sugar  industry  after  1900  opened  a  rich  new 
market.  The  installations  of  50  or  more  centrifugals  during  this  period 
brought  large  profits  to  the  company.  A  few  lean  years  before  World 
War  I  gave  way  to  another  period  of  extreme  profitability  owing  to  the 
use  of  centrifugals  in  the  manufacture  of  nitrocellulose  from  cotton. 
From  1910  on,  there  was  a  gradual  increase  in  the  use  of  centrifugals 
in  other  industries  besides  sugar,  nitrates,  and  dairying.  The  chemical 
industry  in  particular,  the  textile  industry,  the  food  products  industry, 
and  the  metal  trades  all  began  purchasing  increasingly  larger  numbers 
of  centrifugals.  The  Rayburn  Machinery  Company,  however,  continued 
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ro  concentrate  almost  entirely  upon  the  sugar  industry.  In  1930  about 
half  the  sugar  centrifugals  in  use  in  the  world  were  Rayburn  machines. 
There  had  been  very  little  new  construction  in  the  sugar  industry  after 
the  war,  however,  so  that  the  company  had  been  only  modestly  prof- 
itable. 

In  1928  the  trustees  of  several  large  estates,  which  owned  a  large 
majority  of  the  company's  stock,  brought  in  R.  L.  Knight  to  act  as 
president  of  the  company.  Mr.  Knight  was  the  head  of  four  successful 
companies  and  was  hired  for  purposes  of  policy  planning  rather  than 
actual  administration.  The  former  president  became  chairman  of  the 
board  of  directors.  The  actual  administration  of  the  company  was  in  the 
hands  of  the  general  manager,  who  was  fifty-nine  years  of  age.  and 
the  general  superintendent,  who  was  eightv-one  years  of  age.  The  latter 
had  complete  charge  of  production,  and  the  former  was  responsible  for 
the  company's  other  functions.  It  was  Mr.  Knight's  opinion  that  the 
company  was  suffering  from  its  very  strong  financial  position,  which, 
he  felt,  had  a  soporific  effect  upon  the  management.  Therefore,  he 
immediately  instituted  a  policy  of  paving  large  dividends  with  the  hope 
that  the  removal  of  the  financial  backlog  would  exert  a  stimulating 
effect.  Shortly  thereafter,  he  hired  an  assistant  to  maintain  a  closer  touch 
with  operations  than  Mr.  Knight  was  able  to  do.  The  assistant  left  the 
company  in  1950.  In  early  1931  Mr.  Knight  moved  the  main  office  of 
the  company  from  its  location  in  the  city  of  Providence.  Rhode  Island, 
to  the  plant  which  was  located  in  a  suburb  of  Providence.  This  move 
effected  a  substantial  saving  m  rent. 

In  the  middle  of  1931  Mr.  Knight  brought  into  the  company 
L.  V.  Davy  as  plant  superintendent.  Bv  this  time  the  general  superin- 
tendent was  ready  to  retire  and  did  so  within  a  few  months,  at  which 
time  ^Mr.  Daw  was  elevated  to  his  office.  Mr.  Daw  had  held  a  responsi- 
ble position  as  plant  manager  of  a  large  automobile  company  in  the 
Middle  \Test.  He  had  learned  engineering  by  correspondence  and  bv 
practical  experience.  His  ability  had  been  given  recognition  bv  rapid 
advancement  with  his  former  company. 

After  becoming  fully  acquainted  with  the  operation  of  the  Ravburn 
Machinery  Company's  plant.  Mr.  Daw's  first  step  was  to  release  from 
the  company  unnecessary  personnel.  For  example,  he  had  discovered 
one  man  who  did  nothing  but  fill  out.  and  file,  cards  that  were  never 
looked  at;  two  elevator  operators  were  found  to  be  unnecessary.  In 
general,  his  procedure  was  to  select  the  men  who  he  felt  were  capable 
and  shift  to  them  a  full  burden  of  work.  Those  judged  less  capable  and 
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from  whom  work  was  gradually  shifted  eventually  were  asked  what 
they  were  doing.  Since  an  unsatisfactory  answer  was  inevitable,  dismissal 
followed.  Mr.  Davy  tried  to  do  all  the  firing  at  once  to  avoid  ruining 
the  morale  of  those  to  be  kept  with  the  company.  In  1931  the  number 
of  plant  laborers  was  reduced  from  125  to  76,  about  half  of  the  reduc- 
tion being  attributable  to  Mr.  Davy's  reorganization  and  the  other  half 
to  the  decrease  in  production.  He  estimated  that  these  steps  and  certain 
other  minor  economies  would  save  the  company  about  $30,000  a  year. 

Having  worked  out  his  personnel  problem  in  the  plant,  Mr.  Davy 
undertook  personally  to  instruct  the  workers  in  certain  techniques  not 
in  use  in  the  company,  such  as  welding  and  the  working  of  stainless 
steel,  both  of  which  he  believed  would  considerably  improve  the  prod- 
uct. Mr.  Davy  found  that  he  was  able  to  introduce  many  manufacturing 
techniques  which  were  not  really  new,  but  which  had  not  been  em- 
ployed in  the  Rayburn  Machinery  Company's  plant.  He  also  began 
an  extensive  program  of  layout  improvement  and  outlined  a  gradual 
modernization  plan. 

When  Mr.  Grant,  who  had  been  general  manager,  retired  because  of 
ill  health  in  December,  1931,  Mr.  Knight  appointed  Mr.  Davy  as 
vice-president  and  general  manager.  Mr.  Davy  laid  down  as  his  two 
principal  objectives:  the  adaptation  of  the  Rayburn  centrifugals  to  ( 1 ) 
the  needs  of  all  industries  which  either  did  or  might  use  centrifugals, 
and  ( 2 )  the  advancement  of  the  design  of  Rayburn's  centrifugals  until 
the  company  was  the  recognized  leader.  Mr.  Davy  was  convinced  that 
the  outlook  for  new  construction  in  the  sugar  refining  industry  was  so 
unfavorable  that  the  company  would  have  to  eliminate  its  dependence 
thereon  or  fail.  He  believed  that  the  entrance  into  new  fields  would 
increase  the  company's  sales  in  the  sugar  industry  because  many  of  the 
developments  worked  out  elsewhere  could  be  applied  to  sugar  refining 
centrifugals  and  thus  enhance  the  possibilities  of  making  replacement 
sales.  It  was  obvious  that  a  real  engineering  job  was  necessary  for  the 
fulfillment  of  this  program,  since  it  necessitated  overtaking  and  passing 
competitors  who  already  had  made  substantial  design  advances.  As  both 
his  own  slogan  and  the  company's  advertising  slogan,  Mr.  Davy  took 
"Leadership  in  Design." 

Shortly  after  Mr.  Davy's  assumption  of  office,  one  of  the  company's 
competitors,  the  Eldridge  Company,  went  into  bankruptcy.  All  the 
Eldridge  Company's  $250,000  senior  bond  issue  was  held  by  the  van 
Ires  Company,  a  large  manufacturer  and  distributor  of  cream  separators, 
oil  polishers,  and  filtering  machinery.  Mr.  Davy  learned  that  the  van 
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Ires  Company  was  planning  to  operate  the  Eldridge  Company's  plant 
despite  its  inefficiency  and  to  forego  the  liquidation  proceeds  estimated 
at  $80,000.  Investigation  revealed  that  the  Eldridge  Company  had  sup- 
plied to  the  van  Ires  Company  principally  chip  extractors,  a  centrifugal 
used  for  separating  tiny  particles  of  metal  from  oil  that  had  been  used 
for  lubricating  machine  tools.  Mr.  Davy  immediately  called  his  engi- 
neers together  and  two  weeks  later  presented  the  van  Ires  Company 
with  a  design  for  chip  extractors  embodying  some  of  the  principles  of 
the  Eldridge-produced  machine  plus  several  new  improvements.  Soon 
thereafter  the  two  companies  entered  an  agreement  whereby  the 
Rayburn  Machinery  Company  would  make  chip  extractors  only  for  the 
van  Ires  Company  and  the  latter  would  sell  only  the  former's  machines 
of  this  type,  scrapping  the  Eldridge  plant. 

Mr.  Davy  immediately  devoted  himself  to  the  strengthening  of  the 
company's  engineering  department.  In  1931  this  department  had  con- 
sisted of  a  chief  engineer  and  two  assistants.  Mr.  Davy  hired  two  engi- 
neers from  the  Eldridge  Company,  and  he,  himself,  spent  much  time  on 
engineering  problems.  At  the  end  of  1932  the  chief  engineer  left  the 
company.  He  had  considered  himself  eligible  for  the  general  manager- 
ship and  felt  resentment  at  Mr.  Davy's  appointment  and  subsequent 
participation  in  running  the  engineering  department.  The  two  assistants 
proved  satisfactory  and  were  maintained  on  the  company's  payroll. 
One  year  later  another  engineer,  who  had  worked  with  Mr.  Davy  in 
the  Middle  West,  was  added  to  the  department. 

When  Mr.  Davy  moved  from  the  position  of  general  superintendent 
to  the  general  managership,  he  abolished  the  former  office  although  he 
did  not  add  to  the  duties  or  responsibilities  of  his  successor  as  plant 
superintendent.  Reporting  to  the  plant  superintendent  were  two  general 
foremen  and  a  foundry  foreman.  There  were  four  divisional  foremen 
who  did  general  and  setup  work  in  addition  to  supervising.  The  com- 
pany had  never  had  any  labor  trouble.  Most  of  the  workers  had  been 
with  the  company  a  long  time. 

As  time  passed,  Mr.  Davy  continued  his  program  of  layout  changes 
and  put  into  effect  his  plans  for  a  gradual  modernization  program.  He 
also  made  more  effective  an  already  established  apprenticeship  system 
by  making  sure  that  the  compensation  paid  to  those  who  completed  the 
course  was  sufficient  to  keep  them  with  the  company.  In  the  past  they 
frequently  had  been  hired  away. 

Mr.  Davy  soon  employed  an  advertising  agency.  He  was  convinced 
that  the  company  should  continue  to  advertise  despite  depressed  busi- 
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ness  conditions,  and  for  the  period  1932-37  inclusive,  the  company 
spent  about  2%  of  gross  sales  on  advertising.  The  media  used  were 
trade  journals  and  special  pamphlets. 

In  1931  the  company's  sales  were  distributed  as  follows:  70%  to 
the  sugar  industry,  1 5  %  to  the  chemical  industry,  and  1 5  %  to  miscel- 
laneous users,  such  as  food  processors,  textile  companies,  and  laundries. 
Mr.  Davy  estimated  that  at  that  time  the  industry's  centrifugal  sales 
were  as  follows:  50%  to  the  sugar  industry,  30%  to  the  chemical 
industry,  and  20%  to  miscellaneous  users.  The  Rayburn  Machinery 
Company's  sales  to  the  sugar  industry  were  made  entirely  through  four 
agents,  and  the  remaining  sales  were  made  throughout  New  England 
and  New  York  directly  to  the  users.  Mr.  Joseph,  the  sales  manager, 
handled  the  direct  selling  in  New  England,  and  he  and  the  general 
manager  carried  on  the  relations  with  the  four  agents.  Mr.  Joseph  was 
assisted  by  Mr.  Williams,  who  acted  as  secretary  and  detail  man  rather 
than  as  salesman.  The  company  also  maintained  in  New  York  City  an 
"indirect  selling  office,"  which  was  similar  to  its  other  agents  except 
that  payment  was  a  flat  fee  rather  than  a  commission.  Mr.  Davy  dis- 
pensed with  the  formal  title  of  sales  manager  although  Mr.  Joseph's 
duties  remained  about  the  same.  Mr.  Williams  was  transferred  to  the 
purchasing  department,  leaving  Mr.  Joseph  without  an  assistant.  The 
indirect  selling  office  in  New  York  was  replaced  by  a  small  office  in 
charge  of  Mr.  Canster,  a  former  salesman  for  the  Eldridge  Company. 

Mr.  Davy  had  been  impressed  with  Mr.  Williams'  ability  and  felt 
that,  given  a  little  training  and  an  opportunity,  he  could  prove  his 
worth.  Accordingly  he  allowed  him  increasing  responsibilities  in  the 
purchasing  department  and  in  the  early  part  of  1933  told  him  to  go 
out  in  the  field  wherever  he  wanted  and  make  sales.  Almost  immedi- 
ately he  succeeded  in  selling  a  centrifugal  to  a  prospect  whom  Mr.  Davy 
characterized  as  the  "toughest  in  New  England."  By  the  end  of  a  few 
months  his  success  had  fully  justified  Mr.  Davy's  confidence. 

Meanwhile,  Mr.  Canster  had  been  performing  only  indifferently  in 
New  York  City.  He  had  not  increased  sales  in  the  area  much  beyond 
those  of  the  indirect  selling  office,  and  he  was  vocally  dissatisfied  with 
his  salary.  Mr.  Davy  decided  that  drastic  action  was  necessary.  He  re- 
duced Mr.  Canster's  salary,  telling  him  it  would  be  increased  only  after 
he  had  shown  results.  Shortly  thereafter,  Mr.  Canster  left  the  company 
for  other  employment,  and  Mr.  Williams  was  given  charge  of  the  New 
York  office.  In  addition  to  handling  the  company's  existing  New  York 
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accounts,  Mr.  Williams  was  to  make  special  efforts  on  sales  to  chemical 
companies.  Mr.  Davy  was  not  concerned  over  Mr.  Williams'  lack  of  a 
broad  knowledge  of  industries  because  he  was  convinced  that  a  man 
having  a  thorough  knowledge  of  centrifugals  could  quickly  learn 
enough  about  any  industry  to  sell  them  therein. 

The  company  established  constantly  closer  relationships  with  the  van 
Ires  Company  as  time  passed,  although  there  was  no  financial  or  con- 
tractual tie-up.  The  management  of  the  latter  became  more  and  more 
favorably  impressed  with  the  product  improvements  of  the  Rayburn 
Machinery  Company  and  assisted  in  experimental  installations  of  cen- 
trifugals especially  designed  for  a  variety  of  industries,  including  dis- 
tilling and  sewage  disposal.  In  turn  Mr.  Davy  was  pleased  to  have  such 
close  contact  with  a  distributing  organization  having  branches  or  sales 
representatives  in  all  the  large  cities  of  the  country.  The  van  Ires  Com- 
pany carried  no  inventory  of  Rayburn  equipment. 

In  1937  the  American  beet  sugar  industry  was  composed  of  six  com- 
panies, which  did  about  90%  of  the  business,  and  a  larger  number  of 
small  companies.  Beet  sugar  was  manufactured  by  a  continuous  process 
requiring  less  than  24  hours,  in  contrast  to  cane  sugar,  which  involved, 
first,  the  production  of  raw  sugar  and,  second,  the  refining  thereof.  The 
large  companies  maintained  their  own  staffs  of  engineers  to  plan  new 
construction  and  to  analyze  production  methods  and  efficiency.  For 
these  functions  the  smaller  companies  retained  firms  of  consulting  en- 
gineers, many  of  which  specialized  exclusively  in  sugar  engineering. 
Almost  every  construction  job  in  the  sugar  industry  was  handled  by 
a  single  contractor,  who  let  bids  for  machinery  and  materials  fitting 
the  specifications  of  the  engineers.  These  contractors  also  acted  as  con- 
sulting engineers. 

The  Rayburn  Machinery  Company  served  the  beet  sugar  industry 
through  a  contractor  located  in  Denver,  who  was  engaged  solely  in 
construction  and  engineering  for  this  industry.  This  firm  was  given  an 
exclusive  agency  for  the  beet  sugar  industry  and  in  turn  agreed  to  sell 
Rayburn  centrifugals  only,  although  the  Rayburn  Machinery  Company 
found  it  difficult  to  check  up  on  the  performance  of  this  agreement. 
This  firm  carried  a  small  stock  of  parts  such  as  baskets  and  auxiliary 
equipment  consigned  by  the  Rayburn  Machinery  Company.  Another 
firm  of  sugar  contractors  operated  on  the  same  basis  in  Asia,  Hawaii, 
and  the  Philippines,  and  another  in  Cuba  and  Porto  Rico.  The  southern 
cane  sugar  industry  was  served  on  the  same  basis  through  a  contractor 
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in  New  Orleans.  In  1936  an  agent  for  all  types  of  centrifugals  sold  in 
the  South  American  market  was  procured  under  an  exclusive  arrange- 
ment. This  agent  sold  a  wide  variety  of  industrial  equipment. 

By  1938  Mr.  Davy  had  worked  out  definite  policies  as  regards  pricing 
and  selling  terms.  The  discount  situation  had  been  very  confused  before 
1933,  but  he  seized  the  opportunity  presented  by  the  National  Recovery 
Administration  and  eliminated  all  discounts  except  a  5%  engineering 
discount  given  to  the  company's  agents.  All  other  prices  were  quoted 
on  a  flat  delivered  basis.  Terms  of  sale  were  net  30  days.  The  company 
exercised  little  control  over  the  price  at  which  the  agent  sold  its  prod- 
ucts, but  lodged  strong  protest  if  it  learned  of  a  sale  lost  because  the 
agent  had  overpriced  its  centrifugals.  Some  difficulty  was  encountered 
in  the  tendency  for  the  agents  to  meet  price  competition  by  selling 
machines  with  capacities  lower  than  were  indicated  by  the  needs  of  the 
job  for  which  they  were  sold.  In  one  instance,  an  investigation  of  a 
breakdown  revealed  that  the  machine  had  been  regularly  loaded  to 
three  times  the  capacity  for  which  it  had  been  built.  The  company  sent 
out  no  machinery  on  approval.  Mr.  Davy  gave  the  following  reasons  for 
this  policy:  It  subjected  all  machinery  constructed  to  such  rigid  inspec- 
tion and  tests  that  it  knew  the  machinery  could  do  the  work  claimed; 
the  cost  of  shipping  the  machinery  back  and  forth  was  considerable;  as 
soon  as  machinery  left  the  company's  plant  it  became  secondhand  to 
any  other  purchaser;  the  company  maintained  a  test  pit  in  which  all  the 
machines  were  tested  safely  with  loads  and  at  speeds  far  beyond  that 
which  could  be  expected  in  normal  operation.  The  testing  process  and 
the  results  thereof  were  open  to  any  purchaser  who  wished  to  judge  the 
actual  performance.  The  company  believed  that  none  of  its  competitors 
offered  such  facilities,  and  it  knew  of  one  instance  in  which  a  competitor 
had  recommended  sandbagging  a  new  high-speed  centrifugal  because 
of  doubts  of  its  safety. 

Although  Mr.  Joseph  was  in  charge  of  the  company's  relations  with 
the  agents,  he  consulted  Mr.  Davy  on  all  problems  arising  therefrom. 
Mr.  Joseph  conducted  most  of  the  correspondence,  but  Mr.  Davy  usually 
did  any  long-distance  telephoning  that  was  necessary.  Mr.  Joseph  sel- 
dom did  any  actual  field  work  relative  to  this  part  of  his  duties. 
Mr.  Davy  believed  that  the  company  was  almost  certain  to  obtain  the 
business  when  any  of  its  agents,  acting  as  a  sugar  engineer,  was  planning 
new  construction  or  recommending  replacements.  Even  if  a  bidding 
system  were  used,  the  agents  usually  stipulated  certain  specifications 
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which  practically  insured  the  acceptance  of  the  Rayburn  Machinery 
Company's  bid. 

Mr.  Davy  depended  on  a  number  of  sources  for  leads  for  sales  outside 
the  sugar  industry.  Sometimes  the  company's  suppliers  were  able  to 
inform  him  where  his  competitors  were  finding  markets.  Advertising 
brought  in  many  inquiries.  Displays  in  industrial  conventions  aroused 
interest,  a  fact  particularly  true  of  the  chemical  industry.  The  listing 
of  the  company  in  the  several  manufacturers'  registers  led  to  requests 
for  information  from  dissatisfied  customers  of  competitors.  Sugar  engi- 
neers frequently  consulted  the  company  on  design  problems.  The  van 
Ires  salesmen  often  passed  along  opportunities  for  sales  in  new  indus- 
tries. 

An  inquiry  coming  by  telephone  or  letter  usually  asked  the  company 
to  send  a  representative  for  an  interview.  Mr.  Davy  would  reply  that 
the  man  whom  they  would  like  to  send  was  not  available  at  the  time 
but  he  would  be  happy  to  discuss  the  matter  personally  over  the  tele- 
phone. In  case  they  had  telephoned,  he  would  ask  them  to  reverse  the 
charges.  Usually  the  prospective  customer  would  write  the  specifications 
or  requirements,  and  Mr.  Davy  would  go  over  them  with  his  engineer- 
ing department.  If  he  was  convinced  that  the  company  could  do  the  job, 
he  so  informed  the  prospect  and  submitted  a  bid  worked  out  by  the 
engineering  department  in  conjunction  with  one  of  the  company's  two 
cost  clerks.  If  the  negotiations  became  more  complicated  and  the  pro- 
spective order  appeared  to  be  large  enough,  Mr.  Davy  might  send  one 
of  his  engineers  to  visit  the  customer  or  might  even  go  himself.  The 
occasion  for  such  a  trip  arose  only  infrequently,  usually  about  twice  a 
year,  and  when  it  did,  Mr.  Davy  saw  to  it  that  the  company's  repre- 
sentative accomplished  more  than  one  objective.  He  arranged  for  him 
to  call  on  users  of  Rayburn  centrifugals  to  obtain  information  on  the 
performance  of  the  machines  and  suggestions  for  improvement.  If 
possible,  he  had  him  call  on  one  or  more  of  the  agents  to  get  firsthand 
touch  with  developments  in  the  sugar  trade. 

Frequently  the  company  did  not  know  how  the  inquiries  originated. 
For  example,  in  1936,  a  letter  was  received  from  a  Pacific  Coast  com- 
pany asking  for  a  bid  on  a  machine  to  perform  a  special  job  in  the  fish 
oil  reclamation  business.  Mr.  Davy  called  in  an  engineer,  and  together 
they  designed  a  machine.  A  cost  clerk  estimated  the  cost  and  a 
bid  of  S  1,200  was  submitted.  After  further  correspondence  as  to  prob- 
able performance,  selling  terms,  and  delivery  dates,  the  bid  was  ac- 
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cepted,  and  two  weeks  later  the  machine  was  shipped.  A  month  after- 
wards the  customer  wrote  that  the  machine  had  performed  satisfactorily 
and  placed  an  order  for  another.  No  further  correspondence  was  con- 
ducted, but  six  months  later  an  order  for  a  similar  machine  was  received 
from  a  competitor  of  the  original  customer.  Almost  a  year  elapsed  with 
no  further  word.  Then  an  order  was  received  from  a  company  in 
Florida  that  had  learned  of  the  machine  at  a  convention. 

In  1938  the  company's  sales  were  composed  as  follows:  40%  to  the 
sugar  industry,  35%  to  the  chemical  industry,  10%  to  metal  trades, 
5%  to  food  processors,  and  10%  to  miscellaneous  users.  At  that  time 
Mr.  Davy  estimated  that  the  industry's  centrifugal  sales  were  as  follows: 
20%  to  the  sugar  industry,  50%)  to  the  chemical  industry,  5  %  to  the 
metal  trades,  10%  to  food  processors,  and  15%  to  miscellaneous  users. 
He  thought  that  the  company  was  obtaining  about  half  the  sugar 
industry's  centrifugal  purchases.  About  30%-  of  the  company's  sales 
were  repair  parts,  by  far  the  largest  portion  of  which  were  baskets.  The 
price  per  centrifugal  had  risen  somewhat,  but  the  large  installations 
had  practically  disappeared  with  the  virtual  cessation  of  new  sugar 
plant  construction.  As  in  the  twenties  and  early  thirties,  most  centrifu- 
gals were  priced  in  the  range  between  $1,500  and  $2,500,  but  many 
were  carrying  prices  of  over  $5,000  in  1938.  The  normal  life  of  a  cen- 
trifugal had  increased  from  about  15  years  to  around  20  years.  Two 
competitors  were  making  cheap,  low-quality  centrifugals,  but  Mr.  Davy 
refused  to  put  the  Rayburn  name  on  low-quality  products.  Although 
the  company  lost  some  business  in  instances  where  the  purchase  was 
made  solely  on  a  price  basis,  Mr.  Davy  was  convinced  that  the  long-run 
benefits  of  a  reputation  for  quality  would  outlive  the  short-run  benefits 
of  increased  sales.  Mr.  Davy  said  that  some  very  simply  designed 
centrifugals  were  sold  by  competitors  at  lower  prices  than  the  Rayburn 
Machinery  Company  was  able  to  quote  because  its  centrifugals  were  of 
more  flexible  and  adaptable  design. 

In  1938  Mr.  Davy  was  spending  most  of  his  time  on  shop  problems. 
He  always  walked  through  the  plant  on  his  way  to  his  office  in  the 
morning  and  on  his  way  home  at  night.  He  considered  the  walk  wasted 
unless  he  could  find  something  wrong.  Whenever  any  tests  were  being 
run  or  any  new  techniques  being  tried,  he  exercised  careful  supervision. 
From  time  to  time  the  foremen  dropped  in  to  see  him  about  the  ad- 
visability of  making  a  certain  cut  of  metal  or  to  obtain  permission  to 
proceed  with  a  particular  operation.  Next  to  shop  work,  Mr.  Davy 
spent  most  of  his  time  on  engineering  problems.  Once  a  lead  had  been 
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obtained  on  a  needed  improvement,  Mr.  Davy  worked  closely  with  his 
engineers  until  the  improvement  was  perfected  as  nearly  as  possible. 
Working  with  representatives  of  customers  or  potential  customers  who 
visited  the  company  frequently  proved  to  be  a  combination  of  shop 
and  engineering  work.  For  example,  in  1937  the  company  received  a 
visit  from  a  representative  of  a  company  to  whom  it  had  sold  one  of 
the  first  of  a  new  type  of  basket  in  1933.  The  customer  had  been  dis- 
satisfied with  the  workmanship  of  the  basket,  and  before  purchasing 
any  more  he  wished  to  make  sure  that  the  difficulties  had  been  over- 
come. Mr.  Davy  looked  up  the  X-rays  taken  of  the  basket  as  part  of  its 
inspection  and  confessed  that  he  was  not  too  proud  of  them.  Since  that 
time,  however,  the  company  had  developed  special  jigs  for  producing 
these  baskets,  and  he  demonstrated  the  jigs  in  action.  On  the  next  day, 
a  holiday,  he  came  down  to  the  plant  in  order  to  save  the  time  of  the 
customer's  representative  and  ran  tests  on  new  baskets  of  the  type  in 
question,  proving  to  the  complete  satisfaction  of  the  representative 
that  the  workmanship  had  been  perfected. 

In  1938,  10%  of  the  company's  sales  were  made  through  the  van 
Ires  Company,  30%  through  the  New  York  office,  25%  from  the 
home  office,  and  3  5  %  through  the  agents.  All  sales  through  the  agents 
were  to  the  sugar  industry.  Mr.  Davy  was  well  satisfied  with  Mr.  Wil- 
liams' work  in  New  York.  Although  most  of  the  latter's  time  was 
devoted  to  the  company's  regular  lines,  he  had  been  able  to  uncover 
promising  leads  and  obtain  a  satisfactory  volume  of  orders  in  other 
lines.  The  company  had  worked  out  a  standardized  costing  procedure 
by  which  Mr.  Williams  was  able  to  quote  on  70%  of  his  business  him- 
self. This  system  was  based  on  the  use  of  standardized  parts  and  inter- 
polation for  various  capacities.  Mr.  Williams  also  carried  on  some  of 
the  direct  contact  work  with  the  company's  agents,  all  of  whom  had 
offices  in  New  York  City.  All  orders  coming  to  the  home  office  were 
received  by  Mr.  Davy.  He  approved  those  for  parts  and  for  the  few 
standardized  machines  and  turned  them  over  to  the  office  manager, 
who  attended  to  the  details  of  acknowledgment,  shipping,  and  billing. 
Mr.  Davy  followed  the  principle  of  contributing  to  the  execution  of 
each  remaining  order  whatever  his  knowledge  of  the  particular  order 
warranted.  If  he  had  played  a  major  part  in  making  the  bid  or  designing 
the  machine,  he  personally  talked  with  the  plant  superintendent  about 
the  construction.  Otherwise  he  discussed  the  matter  with  the  engineer 
who  had  done  the  work,  and  the  latter  conferred  with  the  plant  superin- 
tendent. 
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The  company  carried  an  inventory  only  of  standard  parts  in  1938. 
It  had  not  been  found  desirable  to  stock  finished  machines,  except  a 
few  which  had  been  standardized.  In  designing  centrifugals  for  special 
order,  however,  it  was  usually  possible  to  include  many  standardized 
basic  parts.  This  system  enabled  the  company  to  obtain  longer  runs  on 
such  parts,  many  of  which  were  simply  machined.  The  company  manu- 
factured all  parts  going  into  the  finished  product  except  motors.  It  had 
its  own  foundry  in  which  an  electric  furnace  had  recently  been  installed, 
giving  greater  control  over  the  production  of  high-quality  castings  and 
eliminating  the  inflexibility  involved  in  the  longer  and  more  irregular 
firing  of  its  old  furnace.  A  continuous  inventory  system  was  handled 
by  a  stock  clerk,  who  reported  to  the  purchasing  agent.  The  latter  was 
responsible  for  the  operation  of  the  system.  Mr.  Davy  passed  on  all 
purchases  and  worked  closely  with  the  purchasing  agent  on  all  large 
purchases.  Frequently  the  difference  between  profit  and  loss  depended 
on  astute  purchasing,  and  Mr.  Davy  considered  purchasing  one  of  the 
vital  functions  of  management. 

By  1938  Mr.  Davy  felt  that  the  company  had  achieved  leadership 
in  design.  The  company  had  four  competitors,  all  of  whom  sold  only 
centrifugals.  Only  one  of  these  competitors  was  not  principally  reliant 
on  one  industry  for  its  market,  and  this  company  furnished  the  chief 
competition  for  design  leadership.  Mr.  Davy  felt  that  one  competitor 
which  had  specialized  in  a  single  industry  was  in  the  same  position  that 
the  Rayburn  Machinery  Company  had  occupied  in  1931,  and  was  on 
its  way  to  bankruptcy.  Another  competitor,  located  in  the  Middle  West, 
was  able  to  compensate  for  its  design  lag  by  substantial  savings  in  trans- 
portation costs  to  the  industrial  areas  in  its  surrounding  territory.  All 
the  competitors  distributed  their  products  primarily  through  manufac- 
turers' agents.  Mr.  Davy  estimated  that  his  company  was  doing  about 
one-quarter  of  the  dollar  volume  of  the  industry. 

Mr.  Davy  envisioned  no  end  to  his  drive  for  improvement  in  design. 
The  company  maintained  a  laboratory  with  scale  models  of  centrifugals 
with  which  it  was  constantly  experimenting.  Two  centrifugals  of  a 
radical,  new  design  were  set  up  in  the  shop,  and  Mr.  Davy  and  the 
engineers  worked  on  perfecting  them  whenever  time  was  available. 
Mr.  Davy  was  particularly  pleased  with  the  way  in  which  improvements 
developed  for  one  industry  had  proved  applicable  in  other  industries. 
He  believed  that  the  company's  design  improvement  specifically  for 
the  sugar  industry  and  the  application  to  sugar  centrifugals  of  develop- 
ments for  other  industries  had  rendered  obsolete  much  of  the  centrifugal 
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equipment  of  the  sugar  industry.  Therefore  he  felt  that  this  industry 
would  soon  be  coming  into  the  market  for  the  replacement  of  its  old 
machines. 

Mr.  Knight  spent  the  greater  part  of  his  time  in  managing  the  affairs 
of  one  of  the  other  companies  of  which  he  was  president  and  visited  the 
Rayburn  office  twice  a  month,  usually  spending  one  day  there  on  each 
visit,  discussing  the  company's  policies  and  problems  with  Mr.  Davy. 
He  stated  that  he  was  well  satisfied  with  the  way  in  which  Mr.  Davy 
had  taken  hold  of  the  company  and  brought  it  out  of  its  former  rut,  and 
while  so  doing  built  up  an  organization  capable  of  carrying  on,  from 
which  competent  management  could  be  designated,  should  the  need 
arise. 
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In  November,  1940,  the  Weeks  Company,  manufacturer  of  machine 
tools,  was  operating  at  capacity,  and  production  was  scheduled  through 
May,  1941.  A  considerable  portion  of  the  company's  output  was  being 
sold  for  use  in  the  manufacture  of  armaments  both  in  the  United  States 
and  abroad.  In  addition  to  engine  lathes  and  vertical  milling  machines, 
which  constituted  the  company's  principal  line,  die-casting  machines, 
plastics  injection  molding  machines,  and  portable  timber  saws  were 
manufactured.  Because  of  a  large  foreign  order  received  in  the  latter 
part  of  1939,  the  manufacture  of  the  company's  milling  and  die-casting 
machines  was  let  out  to  two  outside  firms. 

R.  C.  Eberhart,  vice-president  and  general  manager,  was  the  active 
head  of  the  company.  He  had  been  general  manager  since  1932,  and 
for  seven  years  prior  to  that  time  had  been  vice-president  and  sales 
manager.  C.  W.  Truesdale,  the  company's  president,  was  also  president 
and  director  of  four  other  companies,  and  he  spent  very  little  time  at 
the  Weeks  Company.  He  and  Mr.  Eberhart  usually  met  once  a  week 
to  consider  any  important  problems  facing  the  company.  Mr.  Truesdale 
first  became  associated  with  the  company  in  1935.  He  negotiated  a 
bank  loan  for  the  company  in  1935  and  maintained  the  company's 
banking  connections.  Another  vice-president,  J.  R.  Martin,  representing 
the  interests  of  a  large  block  of  stock,  was  inactive  in  the  company's 
management  and  only  rarely  visited  the  plant.  Three  members  of  the 
board  of  directors  composed  an  executive  committee  which  ordinarily 
met  once  a  month  immediately  before  directors'  meetings,  principally 
to  consider  and  recommend  to  the  board  of  directors  appropriations  for 
capital  expenditures.  The  executive  committee  had  authority  to  approve 
appropriations  in  case  it  was  inadvisable  to  wait  until  they  could  be 
considered  at  the  monthly  meeting  of  the  board. 

Mr.  Eberhart  devoted  most  of  his  time  to  the  company's  sales  prob- 
lems. In  1940  he  was  away  from  the  plant  75%  of  the  time,  calling 
upon  large  customers  throughout  the  country,  arranging  contract  terms, 
and  checking  on  operations  of  the  firms  manufacturing  machines  for 
the  Weeks  Company.  He  did,  however,  remain  in  close  touch  with  his 
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office  bv  telephone.  Company  officers  and  department  heads  had  lunch- 
eon together  daily  in  a  company  dining  room,  and  it  was  customary  at 
that  time  for  Mr.  Eberhart  to  telephone  the  plant  and  talk  to  several 
members  of  the  organization  regarding  current  problems.  He  frequently 
telephoned  the  plant  as  often  as  three  or  four  times  daily,  in  addition 
to  the  regular  noon  call,  if  he  felt  that  conditions  required  his  attention. 
Also,  he  kept  his  office  informed  of  his  whereabouts  at  all  times  so  that 
he  could  easily  be  reached  by  telephone.  In  this  way.  Air.  Eberhart  was 
able  to  give  instructions  concerning  the  manner  in  which  company 
problems  were  to  be  handled.  In  November,  1940,  for  instance,  one  of 
the  company's  best  customers  for  injection  molding  machines  urgently 
requested  a  December  delivery  for  a  machine  which  had  been  ordered 
for  January,  1941.  Meeting  this  request  would  have  necessitated  a  late 
delivery  to  some  customer  scheduled  to  receive  a  machine  in  December. 
In  the  daily  telephone  conversation,  this  problem  was  presented  to 
Mr.  Eberhart,  and  he  instructed  the  sales  manager  to  inform  the  large 
customer  that  the  early  delivery  would  be  met.  Knowing  that  one  of 
the  customers  for  whom  December  delivery  of  several  machines  was 
planned  had  not  intended  to  use  all  these  machines  immediately  upon 
delivery,  he  personally  called  that  company  and  made  necessary  ar- 
rangements for  January  delivery. 

B.  C.  Gail,  the  sales  manager  and  Mr.  Eberhart's  assistant,  directed 
sales  activities  in  Mr.  Eberhart's  absence.  Mr.  Gail  had  worked  for 
Mr.  Eberhart  for  over  fifteen  years  and  was,  as  Mr.  Eberhart  described 
him,  an  excellent  "inside  man."  He  remained  in  the  office  and  handled 
such  problems  as  working  out  delivery  dates  for  customers,  answering 
customer  requests  for  information,  and  in  Mr.  Eberhart's  absence  keep- 
ing him  informed  on  sales  activities.  He  did  no  selling;  and  Mr.  Eber- 
hart stated  that  Mr.  Gail,  because  of  his  nontechnical  background, 
would  not  be  well  suited  for  that  type  of  work. 

F.  A.  Rush,  plant  manager,  came  to  the  Weeks  Company  in  1937 
from  a  textile  company  where  he  had  been  engaged  in  production  and 
time-study  work.  Between  1928  and  1937  the  Weeks  Company  had 
had  three  plant  managers.  Each  of  these  men  had  proved  unsatisfactory. 
Although  Mr.  Rush  had  had  no  experience  in  the  machine  tool  in- 
dustry before  coming  to  the  Weeks  Company,  Mr.  Eberhart  stated  that 
he  had  proved  to  be  an  excellent  plant  manager.  He  was  "hard-boiled" 
but  thoroughly  fair  with  his  subordinates,  and  they  respected  him  for 
those  qualities.  Some  difficulty,  however,  had  been  encountered  between 
Mr.  Rush  and  the  engineering  department  prior  to  the  end  of  1939- 
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Mr.  Eberhart  stated  that  the  head  of  the  engineering  department  had 
tended  to  ignore  Mr.  Rush's  opinion  on  engineering  problems  because 
at  first  Mr.  Rush  was  unfamiliar  with  machine  tool  manufacturing.  In 
December,  1939,  however,  the  head  of  the  engineering  department  was 
replaced  by  G.  L.  Austin,  who  previously  had  been  employed  by  a 
large  machinery  company.  Since  that  time  no  such  difficulty  had  arisen. 
Mr.  Austin  had  had  considerable  experience  in  engineering  design  work 
and  was,  according  to  Mr.  Eberhart,  an  outstanding  engineer.  Further- 
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more,  he  had  demonstrated  the  ability  to  make  his  own  effective  de- 
cisions. This  ability  Mr.  Eberhart  considered  very  important. 

Soon  after  Mr.  Rush  came  to  the  Weeks  Company  he  initiated  a 
change  in  the  company's  organization  whereby  the  purchasing  agent 
was  made  responsible  only  to  Mr.  Eberhart.  He  had  formerly  reported 
directly  to  the  plant  manager.  Mr.  Rush  stated  that  by  giving  the  pur- 
chasing agent  this  additional  authority  a  more  effective  check  on  the 
company's  purchasing  operations  could  be  maintained.  H.  L.  Lippincott, 
head  of  the  development  department,  had  been  with  the  company  for 
ten  years  and  had  had  a  great  deal  of  practical  experience  in  the  die- 
casting  industry  before  coming  to  the  Weeks  Company.  L.  L.  Brawley, 
assistant  treasurer,  handled  all  the  company's  financial  and  cost  account- 
ing. The  treasurer  had  various  other  interests  and  only  came  to  his 
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office  at  the  Weeks  Company  once  a  week.  A  chart  of  the  company's 
organization  is  shown  in  Exhibit  1. 

Mr.  Eberhart  stated  that  all  department  heads  had  been  chosen  and 
trained  to  assume  responsibility,  and  that  he  regarded  it  as  a  symptom 
that  a  man  was  not  qualified  for  his  position  if,  after  training,  he 
continued  to  present  departmental  problems  for  Mr.  Eberhart's  con- 
sideration. That  qualification  had,  he  said,  accounted  for  the  several 
changes  of  plant  managers,  since  it  had  been  difficult  to  secure  a  man 
who  had  both  the  technical  background  and  the  necessary  administra- 
tive ability  to  manage  plant  operations.  In  addition  to  accepting  depart- 
mental responsibility,  Mr.  Eberhart  expected  the  executives  to  co-oper- 
ate among  themselves  on  problems  involving  the  various  departments. 
Only  when  they  had  failed  to  arrive  at  mutually  satisfactory  decisions 
did  he  expect  problems  to  be  presented  directly  to  him.  In  1940  he  was 
confident  that  his  existing  organization  was  satisfactory  and  adequate 
to  meet  any  problems  that  might  confront  it.  He  felt  that  a  high-salaried 
staff  of  "accountants  and  experts"  was  unnecessary  when  the  important 
thing  was  to  get  production. 

With  the  exception  of  two  company  salesmen,  one  located  in  New 
York  and  another  in  New  England,  all  sales  were  made  through  com- 
mission agents.  Agents  located  in  Pittsburgh,  Cleveland,  Chicago,  St. 
Louis,  Los  Angeles,  and  Detroit  were  given  exclusive  rights  to  the 
Weeks  Company  products;  they  were  paid  commissions  on  all  sales 
made  in  their  territories.  The  rest  of  the  country  was  also  covered  by 
commission  agents,  although  they  were  not  given  exclusive  rights.  The 
company  regularly  sent  its  catalogues  and  sales  information  to  several 
commission  agents  in  each  "open"  area  and,  in  general,  the  first  agent 
sending  in  an  order  from  the  territory  was  paid  a  commission  on  the 
sale.  In  some  instances,  however;  the  company  protected  agents  who  had 
developed  regular  customers  by  accepting  orders  from  those  companies 
only  through  the  one  agent.  Mr.  Eberhart  said  that  the  entire  group  of 
agents  had  been  associated  with  the  company  for  many  years  and  that 
relations  with  them  were  satisfactory. 

The  two  company  salesmen  were  Mr.  Eberhart's  brother  and  son. 
R.  C.  Eberhart,  Jr.,  the  New  England  salesman,  was  thirty  years  of  age. 
Mr.  Eberhart,  Sr.,  was  convinced  that  he  had  the  qualifications  for  de- 
veloping into  a  key  executive.  After  graduating  from  an  engineering 
school,  he  had  worked  for  two  years  in  a  textile  machinery  company 
and  then  for  three  years  had  been  a  salesman  for  the  Weeks  Company's 
Chicago  agent.  In  1940  he  had  been  the  New  England  salesman  for 
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two  years,  and  Mr.  Eberhart,  Sr.,  was  satisfied  with  his  work.  He  stated 
that  his  son,  in  contrast  to  other  company  executives,  was  developing 
many  valuable  associations  outside  the  company  which  he  considered 
important  for  sales  purposes. 

Prior  to  1924  the  Weeks  Company  manufactured  and  sold  only  a  line 
of  lathes.  In  that  year,  however,  the  Diamond  Milling  Machine  Com- 
pany in  a  neighboring  city  was  purchased  solely  to  obtain  that  company's 
product.  The  Diamond  company's  plant  was  abandoned,  and  manu- 
facturing of  the  milling  machine  was  moved  to  the  Weeks  Company 
plant.  Both  the  milling  machines  and  the  lathes  were  manufactured  on 
the  same  equipment  and  sold  to  essentially  the  same  customers. 

In  1929  the  company  began  to  manufacture  a  portable  timber  saw 
under  license.  This  saw  was  operated  by  a  compressed  air  motor  and  had 
a  chain  with  teeth  attached  to  it  which  revolved  about  a  blade.  It  could 
be  easily  handled  by  two  men.  The  company  continued  to  manufacture 
this  saw  under  license  until  1939  when  its  contract  expired.  After  some 
redesigning,  the  company  began  manufacturing  and  selling  a  similar 
type  of  saw  for  itself. 

In  the  fall  of  1939,  while  on  a  trip  to  the  Pacific  Northwest,  Mr.  Eber- 
hart got  in  touch  with  a  small  company  manufacturing  portable  timber 
saws  in  Canada.  This  company,  although  it  had  a  product  superior  in 
many  respects  to  the  one  manufactured  by  the  Weeks  Company,  was 
experiencing  financial  difficulty.  While  he  was  there,  Mr.  Eberhart  be- 
came interested  in  the  purchase  of  the  company  in  order  to  secure  Cana- 
dian sales  without  having  to  pay  duty  on  saws  sold  in  Canada  and 
also  to  secure  the  patents  on  the  superior  saw  design  owned  by  that 
company.  He  therefore  secured  all  necessary  information  for  determin- 
ing the  purchase  of  that  company.  While  he  was  on  the  train  returning 
to  the  East,  he  wrote  a  report  to  the  board  of  directors  recommending 
the  purchase  of  the  company.  He  had  the  report  typed  in  Minneapolis 
and  sent  on  ahead  to  the  executive  committee  so  that  it  would  arrive  for 
consideration  before  he  returned.  At  the  next  monthly  meeting  of  the 
board  of  directors  the  purchase  of  this  company  was  authorized.  Because 
of  the  design  advantages  of  the  Canadian  type  of  saw,  it  was  planned 
eventually  to  standardize  the  saws  and  produce  only  the  Canadian  type 
in  both  plants.  Mr.  Eberhart  believed  that  there  was  a  large  market  for 
these  saws,  since  felling  trees  was  the  only  operation  in  the  lumber 
industry  which  had  not  been  mechanized. 

In  November,  1940,  75  saws  a  month  were  made  at  the  company's 
main  plant  and  20  at  the  Canadian  plant.  These  saws  were  sold  at  $650 
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and  $450,  respectively.  An  important  market  for  portable  timber  saws 
was  the  United  States  Army,  which  was  purchasing  most  of  the  com- 
pany's domestic  output  in  1940. 

In  1931  the  company  began  to  manufacture  die-casting  machines1  un- 
der contract  for  an  inventor  who  sold  the  machines  himself.  In  1933  the 
contract  expired  and,  after  making  some  minor  changes  in  the  machine's 
design,  the  company  manufactured  and  sold  it  through  its  own  organiza- 
tion. 

Early  in  1935,  a  Weeks  Company  engineer  became  engaged  in  some 
part-time  outside  work  for  a  small  nearby  company  with  the  permission 
of  Mr.  Eberhart.  A  few  months  later  this  engineer  left  the  Weeks  Com- 
pany to  take  a  full-time  position  with  the  other  company  at  twice  the 
salary  paid  him  by  the  Weeks  Company.  While  discussing  this  offer 
with  him,  Mr.  Eberhart  learned  that  he  had  been  designing  a  plastics 
injection  molding  machine,  and  it  was  then  that  Mr.  Eberhart  first  saw 
photographs  of  this  machine.  Early  in  1936,  while  in  Germany,  Mr. 
Eberhart  observed  a  plastics  molding  machine  in  operation  and  was 
impressed  with  the  similarity  in  both  design  and  operation  between  it 
and  the  company's  die-casting  machine.  A  plastics  injection  molding 
machine  has  been  described  as  follows: 

Injection  molding  .  .  .  consists  of  forcing  hot  plastic  material  under  high 
pressure  into  a  relatively  cold  empty  mold.  The  machine  used  for  this  purpose 
contains  a  heat  chamber,  a  transfer  chamber,  and  a  nozzle.  .  .  .  [Plastic]  powder 
is  introduced  into  the  hopper,  from  which  it  is  fed  into  an  intermediate  pre- 
heated chamber  and  finally  into  the  injection  cylinder,  where  a  piston  forces  it 
forward  through  an  orifice  and  into  the  mold.  After  each  injection  or  charge, 
the  mold  is  opened  and  the  molded  part  automatically  ejected.2 

The  chief  advantage  of  the  injection  molding  machine  was  that  it  could 
produce  up  to  six  castings  a  minute,  a  rate  which  was  six  times  faster 
than  the  fastest  compression  molder  commonly  in  use  at  that  time. 

Immediately  upon  his  return  to  the  United  States,  Mr.  Eberhart  began 
investigating  the  possibilities  of  manufacturing  and  selling  such  a  ma- 
chine in  this  country.  Knowing  nothing  about  the  plastics  industry, 
executives  of  the  Weeks  Company  made  inquiries  of  a  large  plastics 
manufacturer  concerning  the  application  of  injection  molding  machines. 

1  Die-casting  is  a  process  "in  which  molten  metal  is  forced  into  a  metallic  die  or 
mold  under  pressure,  the  pressure  being  maintained  until  solidification  is  complete"  (Witt 
Clapp  and  D.  S.  Clark,  Engineering  Materials  and  Processes  [Scranton:  International  Text- 
book Co.,  1938},  p.  223). 

2  Herbert  R.  Simonds,  Industrial  Plastics  (New  York:  Pitman  Publishing  Corp.,  1939) 
pp.  96,  187. 
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This  company,  which  was  interested  in  the  development  and  perfection 
of  such  a  machine,  immediately  sent  two  of  its  own  engineers  to  the 
Weeks  Company  plant.  These  men  spent  several  months  with  the 
Weeks  engineers  designing  an  injection  molding  machine.  In  addition, 
without  solicitation  from  the  Weeks  Company,  the  plastics  company 
placed  an  order  for  18  machines  before  designing  had  been  completed 
and  also  made  a  partial  payment  to  help  defray  development  costs.  Plans 
were  completed,  and  production  of  the  machines  was  begun  early  in 

1937.  Ninety  machines,  all  of  one  standard  model  which  sold  for  $7,- 
500  each,  were  made  and  sold  during  that  year.  In  1938  several  im- 
provements were  made  on  the  machine,  principally  to  simplify  its  manu- 
facture. Also,  a  larger  machine,  selling  for  $9,500,  was  produced.  In 

1938,  100  machines  were  sold;  in  1939,  55  machines;  and  in  the  first 
10  months  of  1940,  65  machines. 

In  October,  1939,  the  company's  agent  in  England  secured  a  large  or- 
der for  milling  machines  from  the  British  government.  The  Weeks 
Company  manufactured  four  sizes  of  milling  machines — Nos.  1,  2,  3, 
and  4— priced  at  $1,800,  $3,600,  $8,000,  and  $12,000,  respectively. 
The  order  from  England  was  for  85  No.  1  machines,  75  No.  2  ma- 
chines, 75  No.  3  machines,  and  30  No.  4  machines.  Since  at  that  time 
the  company's  plant  was  operating  very  nearly  at  capacity  and  was  set 
up  principally  for  the  production  of  lathes,  it  was  necessary,  in  order  to 
fill  this  order,  to  make  some  other  provision  for  manufacture  of  these 
milling  machines.  The  company  therefore  arranged  in  December,  1939, 
to  have  the  machines  produced  by  a  large  printing  press  manufacturing 
company  which  had  a  high-grade  machine  shop  with  idle  capacity  avail- 
able for  manufacturing  the  milling  machines.  This  concern  had  done 
some  similar  work  satisfactorily  for  the  Weeks  Company  during  1918, 
so  that  company  officers  were  confident  that  it  would  be  able  to  meet 
the  rigid  requirements  of  machine  tool  manufacture.  Two  skilled  ma- 
chinists who  were  familiar  with  the  production  of  the  millers  were  sent 
to  the  printing  press  company  to  help  with  production  and  to  supervise 
inspection.  In  addition,  Mr.  Eberhart  spent  several  weeks  at  that  plant 
to  make  certain  that  production  was  getting  under  way  satisfactorily. 

In  February,  1940,  in  order  to  make  room  for  the  production  of  the 
company's  lathes  for  which  large  orders  had  been  received  in  connection 
with  national  defense  work,  it  was  arranged  to  have  the  die-casting  ma- 
chines manufactured  by  still  another  machinery  company.  Although  the 
injection  molding  machines  were  similar  in  nature  to  the  die-casting 
machines,  company  officers  did  not  want  to  have  them  manufactured 
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outside  the  plant,  because  they  felt  that  there  were  certain  secrets  in- 
volved in  the  manufacture  of  these  machines  which  they  preferred  not 
to  make  available  to  an  outside  company. 

In  the  year  prior  to  September,  1940,  the  company  had  purchased 
$210,000  of  new  equipment,  thereby  expanding  its  plant  capacity  ap- 
proximately 50%.  The  additions  were  all  general-purpose  machine 
tools,  such  as  drills,  planers,  and  the  company's  own  lathes.  This  ma- 
chinery had  partly  replaced  older,  less  efficient  machines  and  also  partly 
represented  new  additions  to  the  plant.  This  added  capacity  was  financed 
out  of  earnings. 

Mr.  Rush  supervised  all  production.  Upon  the  receipt  of  an  order  for 
a  machine,  however,  the  activities  of  the  engineering  and  purchasing 
departments  were  required.  A  copy  of  each  sales  order  was  sent  to  the 
planning,  specifications,  standards,  and  purchasing  departments.  In  the 
specifications  department,  blueprints  for  all  parts  required  for  the  ma- 
chines were  assembled.  Any  special  designs  called  for  in  the  order  were 
prepared,  and  the  blueprints  were  then  sent  to  the  planning  department, 
where  production  of  the  machine  was  routed  through  the  plant.  On  the 
route  sheet,  each  individual  operation  was  listed,  together  with  the  order 
in  which  it  was  to  be  performed  and  the  place  where  the  part  or  unit 
was  to  be  delivered  upon  completion.  The  planning  department  also 
investigated  the  supply  of  materials  on  hand  by  means  of  a  perpetual 
inventory  system,  in  order  to  insure  the  availability  of  material  for  the 
order.  If  the  material  called  for  by  the  specifications  was  not  in  stock,  a 
requisition  was  sent  to  the  purchasing  agent  indicating  the  materials 
required  and  the  date  when  they  would  be  needed.  If,  after  investiga- 
tion, the  purchasing  agent  was  unable  to  obtain  delivery  of  materials 
on  the  specified  date,  he  immediately  informed  the  planning  depart- 
ment, and  the  necessary  adjustments  in  the  schedule  were  made.  During 
the  six  months  prior  to  November,  1940,  the  purchasing  agent  fre- 
quently had  been  unable  to  secure  the  special  steel  forgings  and  castings 
required  by  the  company  for  the  requested  delivery  date  because  of  the 
increased  general  demand  for  such  materials.  Nevertheless,  production 
had  not  been  held  up  for  that  reason,  since  the  planning  department  had 
anticipated  procurement  difficulties  by  requisitioning  the  delivery  of 
materials  some  time  before  they  were  actually  needed. 

The  standards  department  indicated  on  the  instructions  for  each 
operation  the  standard  time  allotted  for  the  operation,  the  rate  of  pay, 
and  the  bonus  for  exceeding  the  standard.  This  information  was  kept 
in  files  in  the  department,  but  each  operation  had  to  be  checked  to  make 
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certain  that  new  machinery  or  methods  had  not  been  introduced  for  the 
operation  which  would  alter  the  original  standards.  For  example,  if  an 
electric  hoist  had  been  installed  to  replace  a  hand  hoist  on  an  operation, 
it  would  be  necessary  to  recalculate  the  standard  time  in  order  that  it 
might  conform  with  the  changed  conditions. 

Departments  in  the  plant  were  arranged  according  to  functions;  that 
is,  the  lathe  work  for  all  the  company's  machines  was  done  in  one  de- 
partment, and  similarly  such  operations  as  grinding,  drilling,  and  plan- 
ing were  each  done  in  separate  departments.  When  an  operation  or  a 
series  of  operations  had  been  completed  in  one  department,  the  part 
was  inspected  and  then  delivered  to  the  next  department  according  to 
instructions  on  the  route  sheet.  Parts  were  assembled  into  units  as  they 
progressed  from  one  department  to  another,  and  finally  the  separate 
units  were  assembled  into  the  finished  machine.  When  Mr.  Rush  came 
to  the  company,  parts  were  inspected  after  each  machine  operation.  Sev- 
eral operations  were  often  performed  in  each  department,  and  Mr.  Rush 
considered  unnecessary  the  time-consuming  procedure  of  taking  the  part 
to  be  inspected  after  each  operation  and  then  returning  it  to  the  same 
department.  He  therefore  altered  the  procedure  so  that  parts  were  in- 
spected only  when  they  left  a  department,  and  foremen  were  held  re- 
sponsible for  quality  within  each  department.  This  change,  Mr.  Rush 
stated,  had  resulted  in  increased  output,  while  at  the  same  time  the 
quality  of  work  had  not  been  affected. 

The  Weeks  Company  employed  365  men  in  its  plants,  85%  of 
whom  were  skilled  machine  operators.  Because  of  the  close  tolerances 
required,  skilled  labor  was  essential.  Although  neighboring  companies 
had  agreed  not  to  hire  skilled  employees  from  each  other,  the  Weeks 
Company  had  experienced  some  difficulty  in  1940  in  maintaining  its 
staff  of  employees,  some  of  whom  had  left  to  take  jobs  in  government 
arsenals  where  easier  working  conditions  were  said  to  exist.  Mr.  Rush 
investigated  the  situation  and  found  that  the  same  thing  was  happening 
in  the  plants  of  other  companies  in  the  area,  although  they  were  un- 
aware of  the  cause.  By  petitioning  the  government,  he  was  able  to  have 
the  practice  stopped.  Because  of  increased  volume  during  1939  and 
1940  the  company  had  found  it  necessary  to  obtain  additional  employ- 
ees. Unskilled  workers  were  hired  and  trained,  since  men  with  the 
requisite  skill  were  not  available.  These  men  were  chosen  very  carefully 
and  trained  to  perform  specific  operations.  Mr.  Rush  said  that  it  was 
possible  to  train  a  man  to  do  one  operation  satisfactorily  in  six  or  eight 
weeks,  whereas  to  train  an  all-around  machinist  required  several  years. 
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The  company  had  twenty-five  fotemen.  These  men  were  skilled  ma- 
chinists and  for  the  most  part  had  been  with  the  company  for  many 
years.  During  the  years  of  low  sales  volume,  these  men  had  been  kept 
in  order  that  the  factory  organization  might  be  maintained. 

The  employees  were  not  unionized,  nor  were  those  in  any  of  the 
plants  in  the  immediate  locality.  Mr.  Rush  did  not  anticipate  that  any 
attempt  would  be  made  to  unionize  his  plant.  He  was  firmly  opposed 
to  a  unionized  plant  and  stated  that  he  would  not  work  with  a  union- 
dominated  labor  force,  under  the  restrictions  which  a  labor  union  com- 
monly imposed  on  control  and  discipline.  He  believed  that  the  com- 
pany's relatively  high  wage  scale  and  bonus  system  could  do  more  to 
keep  a  satisfied  work  force  than  any  of  the  concessions  frequently  ob- 
tained by  unions.  The  average  wage  paid  in  the  company's  plant  was 
98  cents  an  hour,  which  was  thought  to  be  higher  than  that  ordinarily 
paid  in  the  locality. 

In  November,  1940,  the  plant  had  been  operating  at  capacity  and 
working  two  5 5 -hour-week  shifts  since  the  first  of  the  year.  Two  55- 
hour  shifts  had  been  found  more  satisfactory  than  three  shifts  because 
a  better  work  force  could  be  obtained;  and,  although  overtime  rates 
were  paid,  the  efficiency  of  the  more  select  group  of  employees  on  the 
two  shifts  was  sufficient  to  overcome  the  higher  wage  rates.  It  had  been 
found,  also,  that  the  employees  wanted  the  overtime  work  because  of 
the  increased  earnings  that  resulted  from  it.  In  October,  57  lathes,  28 
milling  machines,  75  portable  saws,  and  10  injection  molding  machines 
had  been  produced.  The  number  of  machines  which  could  be  produced 
depended  partly  upon  the  size  of  orders.  When  equipment  could  be 
set  up  for  long  runs  of  100  or  more  machines,  the  plant  was  able  to 
produce  at  a  considerably  faster  rate  than  when  short  runs  were  made, 
since  the  time  required  to  set  up  a  machine  for  production  was  fre- 
quently much  greater  than  the  time  actually  required  to  machine  a  part. 
Since  the  company  had  been  receiving  large  orders  for  its  machines,  it 
had  been  able  to  produce  them  under  favorable  conditions.  Estimated 
sales  for  1940  were  $6,500,000,  of  which  approximately  $2,200,000 
were  being  produced  outside  the  company's  own  plant. 

The  standardized  designs  for  lathes  and  milling  machines  had  not 
been  significantly  changed  since  1926.  Minor  changes,  such  as  rounding 
corners  and  enclosing  moving  parts,  were  made  from  time  to  time,  but 
it  was  considered  unnecessary  to  redesign  the  machines  completely.  Al- 
though in  1940  the  company  had  been  very  busy  with  actual  produc- 
tion, Mr.  Rush  stated  that  development  work  on  the  lathes  and  millers 
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had  not  been  neglected,  because  the  company  did  not  want  to  find  itself 
with  obsolete  machine  designs  when  the  current  rush  of  large  orders 
was  over.  The  injection  molding  machine,  although  of  the  original  basic 
design,  was  subject  to  continual  minor  changes.  Mr.  Rush  stated  that, 
although  immediate  production  economies  were  thereby  sacrificed,  he 
never  started  to  produce  more  than  10  of  these  machines  at  one  time 
because  small  changes  were  being  put  through  so  frequently  that  by  the 
time  10  machines  were  finished  there  was  likely  to  be  a  change  which 
would  have  to  be  incorporated  in  the  next  machines.  Most  of  these  im- 
provements arose  out  of  the  experience  of  the  users  of  the  machines  or 
were  changes  developed  in  the  engineering  department  that  were  de- 
signed to  simplify  production.  The  company  had  tried  to  keep  an  injec- 
tion molding  machine  in  its  plant  for  experimentation  and  demonstra- 
tion purposes,  but  the  demand  for  them  had  been  so  great  that  during 
1940  the  company  had  been  unable  to  keep  one  for  its  own  use. 

The  nature  of  the  demand  for  injection  molding  machines  is  indi- 
cated by  the  following  statement: 

The  revolutionary  weapon  of  the  last  revolutionary  decade  in  plastics3  is  the 
injection  molder.  ...  It  is  the  machine  of  the  thermoplastics.  ...  It  can 
repeat  [its]  cycle  as  fast  as  four  to  six  times  a  minute  against  the  compression 
molder's  cycle  of  one  molding  every  one  to  ten  minutes.  The  daily  production 
average  per  cavity  of  the  fastest  compression  molder  is  480  pieces  per  eight- 
hour  shift;  the  fastest  injection  molder  shoots  2,880  in  the  same  time.  This  speed 
of  manufacture  has  done  most  to  put  the  higher  priced  thermoplastics  in  com- 
petition with  the  lower  priced  thermosetting  materials.  Injection  molders  have 
grown  steadily  in  size  and  efficiency  and  U.S.  machine-tool  builders  long  ago 
took  the  lead  away  from  Germany.  Four  years  ago  injectors  squirted  only  two 
to  four  ounce  charges  to  make  such  tiny  items  as  bottle  caps  and  combs;  today 
several  cylinders  teamed  up  on  one  machine  squirt  charges  up  to  more  than 
two  pounds.  Thermo-Plastics  Division  of  Standard  Products  Company,  one  of 
the  big  injection  molders,  has  huge  machines  that  inject  and  eject  one  complete 
automobile  instrument  panel  a  minute. 

There  seems  to  be  a  shadowy  line — part  technical,  part  economic — beyond 
which  the  injection  molder  cannot  go,  though  it  has  shown  no  signs  of  meeting 
it  yet.  In  smaller  mass  production  items  the  injection  molder's  great  speed 
overcomes  the  higher  price  of  raw  materials.  But  as  the  article  grows  in  size 
and  amount  of  plastic  needed,  the  cheaper  thermosetting  materials  and  the 

3  Plastic  materials  are  commonly  used  in  the  manufacture  of  such  articles  as  telephone 
sets,  tool  handles,  camera  cases,  and  combs  and  are  classified  as  follows:  synthetic  resins, 
cellulose  derivatives,  and  protein  substances.  The  materials  are  prepared  in  sheets  and 
rods,  to  be  cut  or  machined,  and  in  powder  form,  to  be  molded  under  heat  and  pressure. 
Plastics  for  molding  are  either  thermoplastic  or  thermosetting.  Thermoplastic  materials 
flow  under  heat  and  pressure,  harden  upon  cooling,  and  can  be  remelted,  whereas  the 
thermosetting  materials  harden  or  "set"  at  high  heat  and  cannot  be  remelted. 


WEEKS  COMPANY 


193 


compression  molder  cut  in  with  a  lower  unit  cost.  Probably  the  most  revolu- 
tionary thing  on  the  horizon,  due  to  be  commercialized  within  a  year,  is  a  fully 
automatic  "transfer  molding"  machine  for  thermosetting  materials — using  an 
injection  molding  technique  to  shoot  its  plastic  charges  into  a  hot  mold.  It  will 
be  five  times  faster  than  the  fastest  compression  molder.4 


The  number  of  machines  in  the  United  States  jumped  55%  in  one  year,  from 
371  in  1938  to  574  in  1939.5 

Mr.  Eberhart,  Jr.,  who  handled  a  large  part  of  the  injection  molding 
machine  sales,  stated  that  there  were  two  general  classifications  of  cus- 
tomers for  plastics  machines  as  indicated  by  the  inquiries  which  the  com- 
pany received.  First,  there  were  individuals  and  small  companies  not 
engaged  in  the  manufacture  of  plastic  products  who  felt  that  the  indus- 
try showed  great  promise  for  the  future  and  were  investigating  the 
possibilities  of  entering  the  field.  Inquiries  concerning  the  plastics  in- 
dustry and  the  use  of  various  machines  were  frequently  received  from 
this  class  of  potential  customers.  Other  inquiries  were  received  from  es- 
tablished manufacturing  companies  interested  in  the  use  of  plastics. 
Some  of  these,  interested  in  diversification  or  in  enhancing  the  appear- 
ance of  their  products  by  using  plastics,  frequently  made  inquiries  con- 
cerning the  general  use  of  plastics,  while  other  companies,  which  were 
familiar  with  the  use  of  the  material  and  had  worked  out  the  problems 
involved  in  the  use  of  plastics  for  their  products,  made  specific  inquiries 
concerning  the  Weeks  Company's  injection  molding  machine.  These 
latter  inquiries  were  actively  followed  up  by  a  company  salesman  or  an 
agent.  Most  of  the  other  inquiries,  however,  since  they  involved  ques- 
tions concerning  the  plastics  industry  in  general  or  the  use  of  plastics, 
were  referred  to  one  of  the  large  plastics  manufacturing  companies. 

All  new  work  on  the  plastics -machines  was  done  in  the  development 
department.  The  head  of  this  department,  Mr.  Lippincott,  was  an  en- 
gineer who  was  very  familiar  with  the  company's  machines.  He  had  lit- 
tle knowledge  of  the  plastics  industry  except  that  which  he  had  ac- 
cumulated while  working  with  the  injection  molding  machine.  Mr. 
Lippincott  worked  very  closely  with  Mr.  Austin  and  the  engineering 
department  in  developing  new  ideas  for  this  machine.  New  ideas  from 
customers  frequently  came  to  Mr.  Lippincott's  attention  through  the 
servicemen,  and,  with  Mr.  Austin,  he  worked  out  their  application  to 
the  machines. 


4  "Plastics  in  1940,"  Fortune,  Vol.  XXII,  No.  4  (October,  1940),  pp.  106,  108, 

5  Ibid.,  p.  91. 
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There  were  two  servicemen  under  Mr.  Lippincott  who  spent  most  of 
their  time  working  out  production  difficulties  with  the  users  of  the  in- 
jection molders.  These  men  were  mechanics  who  had  been  taken  from 
the  company's  plant  where  they  had  worked  on  the  machines  and  had 
become  familiar  with  their  operation  through  the  experience  of  users. 
The  machines  were  subject  to  numerous  difficulties  and  required  fre- 
quent adjustment.  For  instance,  the  plastic  material  had  to  be  heated 
to  within  three  or  four  degrees  of  the  proper  temperature  in  order  that 
it  could  be  injected  properly  into  the  mold.  If  it  was  too  hot,  it  would 
burn;  whereas  if  it  was  too  cold,  it  would  solidify  and  not  flow  into  the 
mold.  Furthermore,  small  changes  in  the  amount  of  moisture  in  the  air 
often  affected  the  flowing  qualities  of  the  material.  Such  small  changes 
often  made  the  difference  between  satisfactory  and  unsatisfactory  opera- 
tion of  the  machine,  and,  particularly  in  the  case  of  new  users,  the 
adjustments  required  were  sometimes  difficult  for  them  to  make.  As  the 
users  became  more  familiar  with  the  machines,  however,  they  were  able 
to  make  these  adjustments  and  often  made  valuable  suggestions  to  the 
company  concerning  the  design  or  operation  of  the  machines.  In  fact, 
Mr.  Eberhart  stated  that  the  company's  customers  had,  in  a  sense,  de- 
signed the  injection  machine,  since  so  many  suggestions  had  come  di- 
rectly from  them. 

In  December,  1940,  the  engineering  department  was  engaged  in  de- 
signing for  production  a  new  type  of  plastics  machine  called  a  "transfer 
molder."  It  operated  on  a  slightly  different  principle  from  the  injection 
molding  machine  and  made  possible  the  molding  of  less  expensive 
plastics.  Both  the  process  and  the  machine  were  patented,  but  consider- 
able engineering  work  was  involved  in  designing  the  machine  for  manu- 
facture. The  Weeks  Company  had  secured  a  license  to  manufacture  the 
machine  from  a  development  company  which  held  these  patents  and 
others  covering  a  large  number  of  different  machines.  A  consulting  in- 
dustrial designer  had  been  retained  to  alter  the  company's  engineering 
design,  so  that  it  would  conform  more  closely  to  accepted  style  designs 
for  industrial  machinery.  One  machine  was  to  be  made  and  thoroughly 
tested  before  the  company  proceeded  with  quantity  production. 

Company  officers  said  that  there  were  four  major  producers  of  plastics 
injection  molders  in  the  United  States,  and  they  estimated  that,  from 
1937  through  the  latter  part  of  1940,  600  machines  had  been  sold.  The 
fact  that  the  Weeks  Company  had  secured  the  largest  share  of  this  mar- 
ket was  attributed  to  the  high-quality  machine  which  the  company  of- 
fered. It  was  one  of  the  first  machines  on  the  market  to  meet  with  any 
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considerable  degree  of  success.  The  first  Weeks  machine  produced  a 
plastic  casting  weighing  only  two  ounces.  Since  that  time,  however,  with 
variations  in  the  original  design,  the  machine  was  made  to  produce 
molded  parts  weighing  up  to  eight  ounces.  Company  officers  felt  that 
the  plastics  molder  would  remain  subordinate  to  the  main  line  of  lathes 
and  millers,  however,  and  that  sales  would  probably  not  far  exceed 
those  secured  during  the  last  three  years. 

In  December,  1940,  Mr.  Eberhart  was  considering  possible  expansion 
to  meet  government  needs  for  lathes.  The  problem  of  lathe  production, 
which  constituted  a  bottleneck  in  production  for  national  defense,  was 
being  considered  by  the  government;  and  the  Weeks  Company  had  been 
requested  to  produce  annually  400  additional  lathes  in  1941  and  1942. 
Two  alternatives  were  open  to  the  company  to  provide  for  this  addi- 
tional output.  First,  an  abandoned  plant,  built  in  1930  at  a  cost  of  $1,- 
300,000  and  located  thirty  miles  from  the  company's  main  plant,  could 
be  purchased  for  $250,000;  the  government  would  install  machinery 
in  it  for  the  manufacture  of  lathes.  The  machinery  would  be  rented  to 
the  company,  and  lathes  would  be  produced  for  defense  industries  and 
the  government.  Second,  an  additional  30,000  square  feet  of  plant  space 
could  be  built  adjacent  to  the  company's  main  plant  to  provide  for  the 
additional  production.  In  either  case,  the  government  would  purchase 
the  machinery,  and  Mr.  Eberhart  was  fairly  certain  that  the  government 
would  also  build  the  additional  capacity  at  the  main  plant. 

Mr.  Eberhart  favored  expansion  at  the  main  plant,  since  he  stated 
that  it  would  be  much  easier  for  the  existing  administrative  staff  to  su- 
pervise operations  if  they  were  consolidated  at  the  one  location.  Al- 
though he  believed  that  the  government  would  prefer  opening  the 
abandoned  plant  where  additional  room  for  expansion  was  available, 
Mr.  Eberhart  had  secured  an  option  to  purchase  two  acres  of  land  ad- 
jacent to  the  main  plant  in  the  event  that  it  was  decided  to  expand  there. 
On  December  13,  1940,  Mr.  Eberhart  was  going  to  Washington,  D.C., 
to  make  final  arrangements  for  this  expansion,  and  he  stated  that  he 
would  attempt  to  have  the  government  build  an  addition  to  the  main 
plant  and  purchase  the  machinery  required  for  production,  both  of 
which  the  company  would  rent  at  an  annual  charge  of  5  %  of  their  cost. 
Then,  after  the  emergency  had  passed,  he  believed  that  the  Weeks  Com- 
pany would  be  able  to  purchase  this  additional  plant  and  machinery 
from  the  government  on  a  very  reasonable  basis. 

The  balance  sheets  and  income  data  of  the  Weeks  Company  are 
shown  in  Exhibits  2  and  3. 
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Exhibit  2 


Weeks  Company 

Balance  Sheets  as  of  December  31 


Assets 

1927 

1928 

1929 

1930 

1931 

1932 

■f 

1 

$  53,993 

Notes  and  Accounts  Receivable 

^$  185,151 

$  237,356 

73,662 

$  |l38,736 

$  50,124 

(Net)  

•1. 

$  193, 990 j 

Special  Cash — Foreign*  

Inventories  

339,140 

418,823 

517,800 

522,100 

453,918 

441,123 

Deposit  on  Purchase  Contracts 

Total  Current  Assets  

.  $  524,291 

$  656,179 

$  711,790 

$  649,755 

$  592,654 

$  491,247 

Land,  Buildings,  and  Equipment 

(Net)  

476,253 

495,275 

566,031 

715,454 

672,893 

633,644 

Development  Expenses  

136,254 

125,977 

171,922 

10,404 

38,419 

73,124 

Prepaid  Insurance,  Taxes,  etc  

6,757 

5,008 

9,364 

10,195 

6,252 

5,613 

Mortgage  Note  

22,000 

27,515 

27,515 

Total  Assets  

. .$1,165,555 

$1,309,954 

$1,486,622 

$1,385,808 

$1,310,218 

$1,203,628 

Liabilities 

Notes  Payable  $  60,500 

Accounts  Payable   22,304 

Provision  for  Income  Taxes   .... 

Accrued  Liabilities   .... 

Deposits*   ■  .  .  . 

Total  Current  Liabilities  $  82,804 

Preferred  Stock   684,145 

Common  Stock  J     ^93  606 

Surplus  \ 

Total  Liabilities  $1,165,555 


115,500 
76,519 


192,019 
684,145 

433,790 


225,500 
91,141 
1,247 
6,841 

324,729 
684,145 

477,748 


225,500 
32,416 


257,916 
684,145 

443,747 


225,500 
15,346 
2,950 


243,796 
684,145 

382,277 


225,550 
14,793 

3,055s 


243,348 
684,145 : 

276,135 ; 


$1,309,954    $1,486,622    $1,385,808    $1,310,218  $1,203,628 


Deposits  on  uncompleted  orders. 


Exhibit  3 

Weeks  Company 

Yearly  Income  Statistics — 1928-39 


Net  Sales 

Cost  of  Sales 

Net  Profit 

from 
Operations 

Net  Profit 
before 
Taxes 

1928  

$1,049,595 

$  760,467 

$149,141 

$  35,184 

1929  

1,443,128 

1,128,305 

161,963 

42,323 

1930  

871,637 

748,216 

12,246d 

31,590d 

1931  

481,602 

402,519 

33,576d 

66,142d 

1932  

162,536 

174,636 

87,795d 

107,676d 

1933  

153,731 

178,025 

73,653d 

89,442d 

1934  

428,204 

383,021 

31,171d 

47,779d 

1935  

624,902 

541,616 

3,633d 

7,212d 

1936  

766,337 

653,737 

14,782 

4,082 

1937  

1,777,961 

1,337,834 

158,700 

118,106 

1938  

1,235,519 

920,677 

79,395 

89,514 

1939  

2,006,727 

1,437,400 

194,470 

213,472 

d  =  deficit. 
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Exhibit  2 — Continued 

Weeks  Company 


Balance  Sheets  as  of  December  31 

Assets  1933  1934  1935  1936  1937  1938  1939 

Cash                                                                  ]$     11,856  $     10,049  $     26,232  $     15,976  $  32,940 

Notes  and  Accounts  Receivable  $     59,681  $     51,917  ) 

1   (Net)                                                             J        6,945      152,612      230,078      254,217  147,903 

Special  Cash— Foreign*                                   ....        94,369           ....           ....           ....  710,030 

Inventories                                 404,719      346,418      302,400      344,473      400,367      438,728  622,826 

jDeposit  on  Purchase  Contracts .          ....           ....           ■  ■  ■  ■   •  ■  •  •   •  ■  ■  ■  ■  .  .  .  22,491 

I   Total  Current  Assets  $  464,400  $   398,335  $  415,570  $   507,134  $  656,677  $  708,921  $1,536,190 

Land,  Buildings,  and  Equip- 
ment (Net)                             609,283      575,236      541,602      507,531      387,490      357,041  431,760 

(Development  Expenses   75,664        62,036      106,088      109,868        25,565  13,691 

[Prepaid  Insurance,  Taxes,  etc...        4,936         2,125           ....          3,412         3,244         4,934  7,590 

Mortgage  Note   •  ■  .  •   ■  ■  •  ■  ■  ■  ■  ■   •  ■  ■  -   ■  ■  ■  ■   •  ■  •  •   ■  ■  ■ . 

Total  Assets  $1,154,283  $1,037,732  $1,063,260  $1,127,945  $1,072,976  $1,084,587  $1,975,540 


Liabilities 

iNotes  Payable  $  225,500  $  159,345  $  175,845  $   159,346  $   123,200  $  90,200 

{Accounts  Payable                          50,007  49,259        52,436      112,740  73,083        74,659  $  108,730 

fProvision  for  Income  Taxes   ....           ....           ....  35,502        22,260  51,459 

(Accrued  Liabilities                         8,158  6,289        14,202        37,569  38,004        27,268  38,323 

Deposits*                                      •  .  ■  ■  ■  ■  ■  ■           ■  •  •  ■           •  ■  •  ■  •  ■  ■  ■           •  •  •  •  797,632 

Total  Current  Liabilit  ies.  ..  .$  283,665  $  214,893  $  242,483  $  309,655  $  269,789  $  214,387  $  996,144 

Preferred  Stock                            684,145  684,145  684,145      684,145  684,145  684,145  684,145 

CommonStock                           ^  m  m  m  iy>m      m  145  U9fi42)      50,150  50,150 

ISurplus  _   j  135,905  245,101 

Total  Liabilities  $1,154,283  $1,037,732  $1,063,260  $1,127,945  $1,072,976  $1,084,587  $1,975,540 


DANFORD  RUBBER  COMPANY 


Between  1929  and  1940,  the  Danford  Rubber  Company  had  seven 
profitable  years  and  five  unprofitable  years.  There  was  a  net  loss  of  $89,- 
000  for  this  period.  From  1941  through  1947,  there  were  net  profits 
every  year,  the  total  being  $1,730,000.  Operations  during  the  first  eight 

Exhibit  1 


Danford  Rubber  Company 

Comparative  Balance  Sheet,  1935-48  {First  8  Months  of  Fiscal  Year) 

(In  Thousands) 


Assets 

1935 

1936 

1937 

1938 

1939 

1940 

1941 

Current  Assets: 

Cash  

$  84 

$  54 

$  70 

$  109 

$  114 

$  104 

$  115 

Accounts  and  Notes  Receivable  (less 

Reserves)  

443 

545 

538 

810 

977 

641 

996 

Inventory!  

306 

343 

535 

370 

396 

451 

402 

Tax  Refunds  

Total  Current  Assets  

$  833 

$  942 

$1,143 

$1,289 

$1,487 

$1,196 

$1,513 

Other  Assets  

32 

29 

26 

12 

4 

17 

3 

Property,  Plant,  and  Equipment  (less 

Reserves)  

341 

305 

348 

330 

363 

423 

391 

Deferred  Charges  

13 

13 

13 

8 

12 

11 

11 

Total  Assets  

$1,219 

$1,289 

$1,530 

$1,639 

$1,866 

$1,647 

$1,918 

Liabilities  and  Capital 

Current  Liabilities  

$  82 

$  146 

$  359 

$  414 

$  453 

$  341 

$  492 

Reserve  

6 

42 

35 

48 

Total  Liabilities  

$  82 

$  146 

$  365 

$  414 

$  495 

$  376 

$  540 

Capital: 

Preferred  Stock  7%  Cumulative  (Par 

$50)  

527 

527 

527 

527 

527 

527 

527 

Funded  Debt,  4%  Convertible  Deben 

tures  Due  April  15, 1958,  less  Sink- 

ing Fund  Pavment  

Common  Stock  (No  Par)  

243 

243 

243 

243 

243 

243 

243 

Surplus: 

325 

325 

325 

325 

325 

325 

325 

Earned  

42 

48 

70 

130 

276 

176 

283 

Total  Liabilities  and  Capital . . . 

$1,219 

$1,289 

$1,530 

$1,639 

$1,866 

$1,647 

$1,918 

*  Fiscal  year  ends  September  30. 
f  Lower  of  cost  or  market. 

j  Plant  includes  $214,182  in  emergency  facilities;  plant  evaluation  reduced  by  reserves  of  $642,000  (deprecia- 
tion) and  $214,000  (amortization). 

§  Sales  warranties,  $80,000;  tax  contingencies,  $150,000;  reserve  for  price  decline,  $103,000. 
Source:  Company  annual  reports. 
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months  of  the  1948  fiscal  year,  however,  had  resulted  in  a  deficit  of 
S9^,000  (see  Exhibits  1  and  2). 

The  1948  loss  had  occurred,  Mr.  Forrester,  president  of  the  company, 
stated,  because  of  an  early  spring  industry-wide  tire  and  tube  sales  slump 
which  caused  profit  difficulties  for  dealers  as  well  as  manufacturers.  This 
slump  was  the  second  postwar  evidence  that  the  industry  was  returning 
to  its  traditional  pattern  of  severe  competition.  Postwar  price  competi- 
tion first  developed  during  the  early  months  of  1947.  "The  tire  industry 
has  been  in  a  fight  for  existence  since  1921,"  Mr.  Forrester  stated.  "In 
1921  there  were  approximately  225  companies  manufacturing  tires  in 
the  United  States;  in  1948  there  were  fewer  than  30." 

Exhibit  1 — Continued 

Danford  Rubber  Company 
Comparative  Balance  Sheet.  1935-48  (First  8  Months  of  Fiscal  Year) 

(  In  Thousands )  M  „ 


Assets 

1942 

1943 

1944 

1945 

1946 

1941 

1948 

Current  Assets: 

Cash  

S  922 

S  535 

S  456 

S  276 

SI, 200 

S  173 

S  45 

Accounts  and  Notes  Receivable  (less 

Reserves)  

589 

858 

1,103 

1.236 

1,394 

SI, 566 

801 

Inventory!  

476 

843 

S26 

1,141 

1,408 

1,436 

1.616 

Tax  Refunds  

84 

34 

Total  Current  Assets  

$1,987 

S2,236 

S2,3S5 

$2,737 

S4,036 

$3,175 

S2,462 

Other  Assets  

17 

43 

89 

Property,  Plant,  and  Equipment  (less 

Reserves)   

388 

405 

619 

573 

1,172 

2,0271 

2,049 

Deferred  Charges  

20 

19 

20 

25 

84 

81 

11 

Total  Assets  

$2,412 

S2.703 

$3,113 

S3. 335 

S5.292 

S5.2S3 

S4.522 

Liabilities  and  Capital 

Current  Liabilities  

S  770 

S  960 

$1,278 

$1,379 

$1,802 

$1,748 

SI. 243 

Reserve  

134 

208 

246 

246 

334 

333§ 

279 

Total  Liabilities  

S  904 

$1,168 

$1,524 

$1,625 

S2,136 

S2,0S1 

$1,522 

Capital: 

Preferred  Stock  7%  Cumulative  (Par 

$50)  

527 

527 

527 

527 

Funded  Debt,  4%  Convertible  Deben 

tures  Due  April  15, 1958,  less  Sink- 

ing Fund  Pavment  

1,627 

1,522 

1,416 

Common  Stock  (No  Par)  

243 

243 

243 

243 

243 

243 

243 

Surplus: 

Capital  

325 

325 

325 

325 

325 

325 

325 

Earned  

413 

440 

494 

615 

961 

1,112 

1,016 

Total  Liabilities  and  Capital . . . 

S2.412 

S2,703 

$3,113 

S3. 335 

S5,292 

S5.2S3 

S4,522 

Danford  Rubber  Company,  one  of  the  smaller  companies  still  active 
in  1948,  was  primarily  a  manufacturer  of  quality  tires  and  tubes  for 
passenger  cars  and  trucks.  Danford  tires  were  not  sold  to  the  automobile 
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industry  for  new  car  use  but  rather  were  sold  in  the  replacement  market. 
The  company  also  manufactured  car  batteries,  camelback  (tire  recap- 
ping and  retreading  material),  rubber  shoe  soling,  and  minor  rubber 
automotive  products.  These  items,  sold  to  independent  retailers  under 
the  brand  name  "Danford,"  were  marketed  in  competition  with  the 
products  of  such  industry  leaders  as  Firestone  and  U.S.  Rubber,  besides 
General,  Lee,  Pharis,  Gates,  and  other  tire  manufacturers. 

Danford  Rubber  Company  was  located  in  Logan,  an  industrial  town 
of  50,000  population,  fifty  miles  from  New  York  City. 

THE  INDUSTRY 

In  1948  the  tire  industry  was  composed  of  twenty-three  companies, 
of  which  eleven  were  located  in  the  Ohio  area  and  seven  along  the  east- 
ern coast.  Tire  manufacturers  could  be  divided  into  three  groups :  ( 1 ) 
the  Big  Four — Firestone,  Goodyear,  Goodrich,  and  U.S.  Rubber  (1947 
sales  volume  range  $410  to  $670  million);  (2)  the  General  Tire  and 
Rubber  Company  ( 1947  sales  volume,  $126  million) ;  and  (3)  the  so- 
called  "independents"  (1947  sales  volume  range  $5  to  $40  million). 
General  Tire  and  Rubber  occupied  a  special  position  in  the  tire  industry. 
Formerly  a  small  independent  tire  manufacturer,  General  had  grown 
rapidly,  until,  in  1948,  it  was  the  fifth  largest  unit  in  the  industry.  Gen- 
eral Tire  and  Rubber  manufactured  tires  for  the  replacement  market  as 
well  as  other  nonrubber  products. 

The  Big  Four  sold  their  branded  tires  and  tubes  ( 1 )  to  the  original 
equipment  market  (automobile  manufacturers),  and  (2)  to  the  re- 
placement market  through  1,600  retail  company  stores,  as  well  as 
through  "associated  retail  stores"  and  independent  retail  tire  dealers. 
They  also  manufactured  and  sold  private  brand  tires  to  large  mail-or- 
der companies,  department  stores,  chain  automotive  product  stores,  and 
large  oil  companies.  The  Big  Four  handled  complete  lines  of  tires,  in- 
cluding both  standard  tires  (4-ply,  100  level — 1948  retail  price,  $15.95 
plus  tax)  and  premium  tires  (extra- value  tires — 1948  retail  price  about 
$35.00).  They  also  manufactured  a  wide  range  of  products,  which  in- 
cluded plastics  and  chemicals. 

Independent  tire  manufacturers  concentrated  on  the  replacement 
market,  selling  their  branded  tires  normally  through  independent  retail 
tire  dealers,  although  some  had  developed  mail-order  house  private 
brand  manufacturing  contracts,  as  well  as  sales  through  smaller  gasoline 
station  chains.  Most  independents  manufactured  some  standard  tires  but 
concentrated  their  efforts  chiefly  on  premium  tires  which  were  of  more 
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durable  construction  than  standard  tires  and  which  had  some  exclusive 
sales  feature,  such  as  nylon  cord  or  heat  vents. 

In  an  effort  to  attract  loyal  dealers,  most  independent  manufacturers 
offered  their  tire  dealers  advantages  which  they  did  not  believe  larger 
manufacturers  offered:  (1)  an  exclusive  sales  franchise  for  an  area; 
(2)  the  right  to  make  immediate  adjustments  for  faulty  tires  rather 
than  wait  for  supervisory  inspection;  (3)  the  right  to  offer  two  sales 
warranties  on  their  tires — the  standard  guarantee  offered  by  all  tire  com- 
panies against  faulty  material  and  workmanship,  and  an  additional 
"road  hazard"  warranty  which  insured  the  tire  buyer  for  a  stated  period 
against  loss  from  bruises  and  blow-outs. 

Exhibit  3 

Distribution  of  Replacement  Tire  Sales  for  Selected 
Years,  1922-46 

(Percentage  of  Total  Replacement  Sales) 


Year 

Mail-Order 
and  Chain 
Stores 

Oil 

Companies 

Company- 
Owned 
Stores 

Factory 
Direct 

Independent 
Dealers 

1946  

17.0% 

19.1% 

9-4% 

'  1-5% 

51.8% 

1941  

24.1 

15.5 

8.8 

2.4 

48.2 

1939  

24.0 

15.5 

7.8 

1.0 

50.6 

1936  

17.5 

15.8 

11.2 

0.9 

53.5 

1932  

17.0 

6.9 

9.3 

0.9 

65.1 

1929  

18.9 

1.0 

4.1 

1.0 

74.2 

1927  

9.4 

* 

0.5 

1.0 

88.6 

1922  

1.8 

* 

* 

* 

98.0 

*  Less  than  0.1%. 

Source:  "Tires  and  Rubber,"  Standard  &  Poor's  Industry  Surveys,  March  19,  1948,  Section 
2,  p.  T3-7.  Compiled  from  estimates  of  Professor  W.  W.  Leigh  of  the  University  of  Akron. 


Only  a  limited  amount  of  tire  marketing  information  was  available 
to  tire  manufacturers.  Some  companies  believed  that  tires  were  pur- 
chased by  the  consumer  on  the  basis  of  brand  preference,  price  appeal, 
dealer-customer  relationships,  or  special  design  features.  No  public  trade 
information,  however,  was  available  as  to  the  relative  importance  of 
each  of  these  factors  or  their  interrelationship.  In  1948,  some  of  the 
largest  tire  companies  were  securing  select  groups  of  large  retail  units 
with  sales  of  $100,000  and  over.  Major  oil  companies  were  stressing  the 
expansion  of  gas  station  tire  sales,  giving  their  private  brands  very  wide 
distribution.  Exhibit  3  lists  information  on  distribution  channel  trends, 
one  important  long-run  trend  being  the  percentage  decline  in  tires  han- 
dled by  independent  dealers. 

EARLY  COMPANY  OPERATIONS 

The  character  and  nature  of  the  Danford  company  reflected  the  per- 
sonalities of  its  two  presidents:  Mr.  Edward  Kirk,  who  founded  the  firm 
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in  1914,  and  Mr.  Steven  Forrester,  his  successor.  Mr.  Kirk  was  described 
by  Mr.  Forrester  as  a  man  of  strong  will  and  determination.  He  had 
organized  the  Danford  company  rather  than  remain  with  a  large  tire 
manufacturer  "where  individual  management  ideas  had  limited  chance 
for  expression."  Mr.  Kirk  brought  with  him  one  of  his  sales  associates, 
Mr.  Forrester.  Mr.  Forrester  stated  that  he  had  joined  the  new  firm  be- 
cause he,  too,  did  not  like  "the  regimentation  and  strict  control  which 
large  rubber  companies  forced  on  their  executives."  In  taking  the  new 
job,  Mr.  Forrester  accepted  a  reduction  in  annual  salary  from  $7,000  to 
$2,000. 

The  Danford  company  had  first  specialized  in  treating  crude  rubber. 
This  venture  had  not  proved  to  be  profitable,  however,  and  the  company 
turned  to  the  manufacture  of  automobile  tires.  During  the  next  thirty 
years,  the  bases  on  which  Danford  tires  were  to  be  sold,  and  the  areas 
in  which  sales  were  to  be  made,  changed  from  time  to  time. 

Mr.  Kirk's  original  tire  sales  plan  was  to  serve  a  regional  market  at 
prices  10%  under  those  charged  by  the  larger  manufacturers.  Severe 
price  competition  soon  forced  abandonment  of  this  program.  Next  he 
adopted  a  sales  and  pricing  program  which  conformed  more  closely  to 
what  other  firms  in  the  industry  were  doing:  ( 1 )  build  a  complete  line 
of  tires;  (2)  distribute  these  tires  nationally;  (3)  price  tires  competi- 
tively; and  (4)  promote  a  brand  name  through  local  and  national  ad- 
vertising. Danford  operated  with  this  basic  program  until  1931.  Profits 
were  realized  in  most  years  until  1925  and  losses  in  most  years  from 
1925  through  1930. 

OPERATIONS  1931-41 

By  1931  a  combination  of  ever-increasing  competition,  disturbed  raw 
material  markets,  and  depressed  business  conditions  had  left  Danford 
in  a  serious  position.  Mr.  Forrester,  who  at  that  time  assumed  active 
direction  of  the  company,  stated:  "We  had  to  fight  or  die.  I  decided  to 
switch  from  national  distribution  to  regional;  that  is,  to  a  sales  territory 
which  could  be  handled  by  overnight  truck  hauls  from  the  factory." 
With  this  move  the  company  discontinued  national  advertising,  reduced 
its  sales  force  from  70  to  9  men,  and  eliminated  7  branch  offices  and 
27  warehouses.  The  number  of  dealers  was  reduced  from  1,200  to  300. 
Intensive  work  by  the  remaining  sales  force  during  the  next  few  years, 
however,  substantially  increased  the  number  of  dealerships  in  the 
Northeastern  and  Middle  Atlantic  areas.  During  his  first  year,  Mr.  For- 
rester also  completed  a  voluntary  financial  reorganization  of  the  firm. 
Profits  were  realized  from  1931  through  1934. 
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In  a  continuing  effort  to  meet  competitive  developments  during  the 
thirties,  Mr.  Forrester  stressed  three  major  objectives:  (1)  to  produce 
adaptations  of  Danford  tires  and  tubes  which  would  differentiate  them 
from  competitors'  products;  (2)  to  diversify  Danford's  product  line; 
and  (3)  to  strengthen  company-dealer  relationships. 

In  the  early  thirties  Mr.  Forrester  designed  a  nonchafe  inner  tube 
which,  he  believed,  reduced  the  number  of  tube  failures  from  rim  abra- 
sions. In  1935  he  introduced  a  "Super-Strength"  tire  which  had  a  25% 
stronger  carcass,  an  11%  heavier  tread,  and  a  deeper  nonskid  design 
than  standard  tires.  These  innovations  and  others  were  introduced,  Mr. 
Forrester  stated,  to  give  the  Danford  dealers  "something  new  to  talk 
about,  something  different  from  our  competitors."  The  company  be- 
lieved this  program  would  enable  its  dealers  to  dodge  direct  price  com- 
petition from  competitive  standard-design  tires  and  tubes.  Danford  itself 
manufactured  standard-type  tires  and  tubes  but  placed  sales  emphasis 
on  its  distinctive  products.  The  most  successful  of  these  adaptations  had 
been  the  Super-Strength  tire;  90%  of  Danford  passenger  car  tire  sales 
during  this  period  were  of  Super-Strength  type.  "Our  distinctive  feature 
tires  are  priced  25%  above  standard  competitive  products,  but  they  are 
below  the  $30.00  premium  tire  bracket." 

In  an  effort  to  avoid  the  competitive  and  cyclical  aspects  in  depending 
solely  on  tire  and  tube  sales,  as  well  as  to  use  excess  plant  capacity,  Mr. 
Forrester  added  the  following  items  to  the  company's  product  line  dur- 
ing the  thirties:  (1)  storage  batteries,  1933;  (2)  camelback  and  repair 
materials,  1935;  (3)  minor  rubber  automotive  products,  1937;  and 
(4)  rubber  shoe  sole  slabs,  1938. 

Mr.  Forrester  believed  strongly  in  the  importance  of  dealer  good  will. 
He  spent  a  great  deal  of  time  during  the  thirties  traveling  and  becoming 
acquainted  with  each  dealer  and  his  territory.  He  also  used  these  trips 
as  a  means  of  securing  dealer  and  consumer  suggestions  for  possible 
product  improvements.  Dealers  were  urged  to  visit  the  plant  and  be- 
come acquainted  with  company  officials.  As  another  integral  part  of 
this  plan,  Mr.  Forrester  insisted  that  all  company-dealer  relations  be  on 
an  informal  basis.  Dealers  were  not  to  be  subjected  to  close  supervision. 
Danford  officers,  therefore,  did  not  issue  instructions  in  regard  to  dealer 
sales  operations  or  store  layout.  If  a  dealer  asked  for  help,  however,  a 
company  salesman  would  make  suggestions. 

In  a  further  effort  to  increase  volume,  the  company  enlarged  its  sales 
territory  in  1936  to  include  most  of  the  eastern  seaboard. 
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OPERATIONS  1 942-46 

During  the  war,  sales  expanded  from  $4  million  in  1941,  the  pre- 
vious peacetime  volume  record,  to  a  peak  of  $12  million  in  1946.  Gross 
profits  were  high  during  this  period,  but  net  profits  after  tax  deductions 
were  small.  The  company's  wartime  products  were  essentially  the  same 
as  its  peacetime  products.  However,  synthetic  rubber,  rather  than  natural 
rubber,  was  largely  substituted.  The  use  of  synthetic  rubber  purchased 
from  the  government  brought  a  degree  of  stability  into  raw-material 
prices  which  neither  the  industry  nor  Danford  had  previously  experi- 
enced. 

In  1948  Mr.  Forrester,  in  discussing  the  company's  history,  said:  "We 
haven't  been  too  successful,  but  we  are  still  here." 

executive  organization — 1948  (See  Exhibit  4,  below) 

Exhibit  4 

Danford  Rubber  Company 

Executive  Organization  Chart* 


MR.  STEVEN  FORRESTER 

PRESIDENT 
SALES  MANAGER 
GENERAL  MANAGER 

MR.  BETTS 

MR.  BARBAS 

MRGREEN 

MR.  CORMACK 

MR.GUMER 

MR.  BARRETT 

MERCHANDISE 
MANAGER 

VICE-PRESIDENT 
AND  TREASURER 

VICE-PRESIDENT  AND 
PRODUCTION 
MANAGER 

CREDIT  MANAGER 

OPERATIONS 
MANAGER 

MINOR  PRODUCTS 
MANAGER 

*  As  prepared  by  Mr.  Forrester. 


Described  by  his  executives  as  the  "spark  of  our  organization,"  Mr. 
Steven  Forrester,  sixty-six,  was  president,  sales  manager,  and  general 
manager.  He  was  responsible  for  handling  all  major  top-management 
problems,  as  well  as  for  making  many  operating  decisions.  Mr.  For- 
rester's primary  and  continuing  interest,  however,  lay  in  sales,  and  he 
spent  most  of  his  time  on  sales  problems.  He  believed  two  of  his  most 
important  executive  responsibilities  were  the  selection  and,  if  necessary, 
discharge  of  salesmen  and  the  discovery  of  new  ideas  to  differentiate 
Danford  products  from  those  of  competitors. 

Mr.  Forrester  had  been  seriously  ill  several  times  in  recent  years  but 
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continued  to  do  his  regular  work  except  that  he  had  to  give  up  his  for- 
mer practice  of  making  frequent  visits  to  various  departments  within 
the  plant,  as  well  as  extensive  field  trips. 

Informality  was  a  tradition  in  the  Danford  executive  organization. 
All  personal  relationships  between  executives  were  on  a  first-name  basis. 
Whenever  problems  required  the  attention  of  several  men,  Mr.  For- 
rester would  call  a  special  meeting,  but  there  was  no  organized  com- 
mittee system.  At  such  meetings  Mr.  Forrester  might  have  supervisory 
employees,  as  well  as  executives,  to  counsel  him  on  the  problem.  "Titles 
don't  make  any  difference  around  here." 

Each  member  of  the  Danford  executive  group  had  been  hired  by 
Mr.  Forrester.  With  the  exception  of  Mr.  Barbas  and  Mr.  Green,  they 
had  all  had  sales  experience.  "Sometime  in  the  next  four  or  five  years  I 
will  have  to  start  bringing  new,  younger  men  into  our  group,"  stated 
Mr.  Forrester.  In  1948,  all  Danford  executives  were  paid  over  $10,000 
a  year. 

Mr.  Betts,  fifty-eight,  joined  Danford  in  1932.  He  had  two  very  suc- 
cessful years  as  a  salesman  after  which  he  assisted  Mr.  Forrester  with 
sales  problems.  In  1948  Mr.  Betts  was  in  charge  of  pricing  and  dealer 
co-operative  advertising.  Mr.  Betts  visited  large  Danford  accounts  sev- 
eral times  a  year  to  help  maintain  good  dealer  esprit  de  corps,  as  well  as 
to  secure  information  about  trade  conditions.  He  also  handled  inquiries 
regarding  salesmen's  or  dealers'  territory  limits  and  special  competitive 
problems.  His  work  was  primarily  in  the  tire,  tube,  and  camelback  prod- 
uct lines. 

Mr.  Gumer,  fifty-five,  had  been  with  Danford  twenty-seven  years,  first 
as  a  salesman,  then  as  manager  of  the  storage  battery  division,  next  as  an 
assistant  to  Mr.  Forrester,  and,  since  1942,  as  operations  manager.  He 
outlined  his  functions  as  follows:  (1)  to  control  inventory  turnover; 
(2 )  to  determine  a  factory  production  quota  each  week;  ( 3 )  to  see  that 
orders  were  shipped  promptly;  and  (4)  to  do  "a  bit  of  everything."  Mr. 
Gumer  spent  most  of  his  time  working  with  new  orders  and  shipments, 
personally  checking  each  incoming  order.  He  said  he  did  not  lean  heav- 
ily on  records  but  rather  relied  on  his  memory. 

Mr.  Barbas,  fifty-five,  a  certified  public  accountant,  had  first  been  em- 
ployed by  Danford  from  1925  until  1930.  He  left  to  enter  the  public 
accounting  field  in  1931.  In  1942  he  rejoined  Danford  and  was  ap- 
pointed treasurer. 

Mr.  Green  was  in  his  late  fifties.  He  had  been  employed  by  Danford 
as  a  factory  superintendent  for  many  years  before  World  War  II.  Pre- 
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viously  he  had  been  with  the  production  department  of  the  Goodyear 
company.  During  World  War  II,  Mr.  Green  had  left  Danford  to  or- 
ganize a  company  of  his  own.  He  returned  to  Danford  in  1947  as  vice- 
president  of  production. 

Mr.  Cormack,  fifty-eight,  formerly  sales  manager  of  the  company's 
Chicago  branch  office,  had  been  appointed  credit  manager  in  1925.  He 
checked  all  new  requests  for  credit. 

Mr.  Barrett,  who  was  also  in  his  late  fifties,  joined  Danford  in  1939. 
He  had  formerly  managed  his  own  storage  battery  company. 

COMPETITIVE  SITUATION  1948 

"The  competitive  situation  in  1948  appears  to  be  even  more  critical 
than  during  the  thirties,"  Mr.  Forrester  observed,  "when  we  had  ruthless 
competition  stimulated  by  productive  overcapacity,  inventory  specula- 
tion, and  mail-order  competition."  In  1948,  retail  competition  was 
marked  by  three  major  developments:  ( 1 )  price  cuts  either  directly  by 
reducing  list  price  or  absorbing  federal  excise  taxes  or  indirectly  by 
excessive  trade-in  allowances;  (2)  stimulation  of  sales  through  promo- 
tional campaigns,  such  as  buying  tires  for  credit  with  only  one  dollar 
down  payment  required;  and  ( 3 )  introduction  of  new  types  of  quality 
tires,  such  as  the  low-pressure,  super  balloon  tire,  as  well  as  re-entry  of 
second  and  third  grade  tires  (price  range,  $10  to  $14)  which  had 
originally  appeared  during  the  thirties. 

INDUSTRY  CHANGES 

Some  important  developments  in  the  rubber  industry  had  occurred 
since  1939:  (1)  The  capacity  of  the  industry  to  produce  tires,  it  was 
estimated,  had  increased  35%  over  prewar.  .  .  the  industry  now  has 
facilities  to  produce  at  the  highest  rate  of  its  history.  With  excess  ca- 
pacity, each  manufacturer  has  the  problem  of  maintaining  his  units  of 
production  in  order  not  to  have  a  picture  of  increased  costs  resulting 
from  operating  at  too  low  a  capacity.  .  .  Z'1  (2)  Total  cost  increases 
to  all  tire  manufacturers,  for  both  labor  and  nonrubber  raw  materials 
during  this  period,  had  been  substantial;  1948  retail  tire  prices,  how- 
ever, were  essentially  the  same  as  those  in  1941.  (3)  During  the  war, 
facilities  capable  of  producing  1,000,000  long  tons  of  synthetic  rubber 
annually  were  built.  The  government  had  controlled  synthetic  rubber 
prices  and  had  thereby  effected  considerable  stability  in  the  pricing  of 
rubber.  Under  the  provisions  of  the  Rubber  Act  of  1948,  government 

1  Journal  of  Marketing,  Vol.  XII,  No.  4  (April,  1948),  p.  467. 
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participation  in  the  synthetic  program  in  regard  to  price  and  use  was  to 
be  continued  until  June  30,  1950.  The  same  act  dissolved  the  compul- 
sory wartime  patent  pool  under  which  the  research  results  of  all  tire 
companies  had  been  pooled.  ( 4 )  Along  with  the  expansion  in  the  use 
of  synthetics  came  a  tremendous  increase  in  money  and  personnel  de- 
voted to  research  and  development  by  tire  manufacturers.  Goodrich,  for 
instance,  erected  a  $65  million  research  center  in  1947.  Eight  smaller 
companies  ( not  including  Danf ord )  organized  the  Copolymer  Corpora- 
tion to  do  research  in  synthetic  rubber  in  co-operation  with  government 
organizations.  In  February,  1948,  Copolymer  announced  the  develop- 
ment of  ultipara,  a  synthetic  which,  it  was  stated,  excelled  natural  rubber 
for  tread  use  by  as  much  as  30%.  ( 5 )  During  the  thirties  a  majority  of 
tire  manufacturers  began  to  diversify  into  product  areas  where  profit 
margins  were  higher  than  in  tires.  Many  small  companies  began  to 
manufacture  allied  rubber  products,  as  did  the  Big  Four.  The  latter, 
however,  also  expanded  into  plastics  and  other  chemical  products.  This 
trend  was  accentuated  during  the  war  and  in  the  immediate  postwar 
period.  In  1946,  tire  sales  as  a  proportion  of  total  company  sales  for  the 
Big  Four  were:  Goodyear,  73%;  Firestone,  62%;  U.S.  Rubber,  55%; 
and  Goodrich,  45  %.2  Danf  ord  sales  in  1947  by  product  line  were:  tires, 
63%;  tubes,  10%;  shoe  slabs,  5%;  camelback,  5%;  batteries,  8%;  and 
minor  rubber  products,  9%.  (6)  The  postwar  return  of  competition 
in  some  cases  had  reduced  profit  margins  of  some  independent  tire  deal- 
ers by  one-third.3  This  development  had  spurred  a  movement  begun 
during  the  thirties,  whereby  the  big  tire  manufacturers  attempted  to 
aid  independent  dealers  handling  their  tires  by  offering  services,  such 
as  sales  training,  store  or  station  layout  plans,  and  budgetary  operating 
controls.  The  Goodyear  company  in  1947  and  1948  spent  $1  million 
on  a  dealer  training  program.  Some  of  the  small  manufacturers,  too, 
were  attempting  to  strengthen  their  dealers  by  devices,  such  as  the  use  of 
sales  training  films  and  increased  national  and  regional  advertising  cam- 
paigns. 

As  a  result  of  a  Supreme  Court  ban  on  the  basing-point  system,  the 
steel  and  cement  industries  had  adopted  in  1948  an  f.o.b.  mill  system  of 
pricing  and  had  discontinued  the  practice  of  absorbing  freight  costs. 
The  former  practice  assured  uniform  prices  to  all  customers  regardless  of 
distance  from  such  mills.  The  effect  of  this  court  decision  on  the  tire  in- 
dustry's practice  of  absorbing  freight  charges  was  not  known. 

2Fortune,  June,  1947  (copyrighted  by  Time,  Inc.),  p-  161. 

3 Super  Service  Tire  Review,  Vol.  XLVIII,  No.  4  (April,  1948),  p.  27, 
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dealer  organization  (See  Exhibits  5  and  6) 

Exhibit  5 

Danford  Rubber  Company 

Dealer  Purchases  from  Danford  for  the  First  8  Months  of  1948* — 
Selected  Towns  and  States 


State  and  City 


Connecticut: 
Bridgeport .  . 

Hartford  

Hazardville . 
New  Britain 
Stamford .  .  . 


Delaware: 

Dover  

Wilmington. 

Massachusetts: 

Boston  

Cambridge . . 

Chelsea  

Pittsfield .... 


New  Jersey: 
Bayonne . . . 
Jersey  City . 
Newark .  .  . 


New  York: 

Buffalo  

New  York  City 

Rochester  

Schenectady . . . 
Syracuse  


Pennsylvania: 
Allentown . .  . 

Erie  

Philadelphia. 
Pittsburgh . .  . 


Total 
Num- 
ber 

OF 

Ac- 
counts 


Number  of  Accounts  by  Size  of  Sales 


$500 

or 
Less 


$500 

to 
$4,000 


$4,000 

to 
$10,000 


$10,000 

to 
$20,000 


Over 
$20,000 


1($20,000) 


1($36,000) 


Popula- 
tion 
(1940) 


147,121 
166,267 
1,500 
68,685 
61,215 


5,517 
112,504 


770,816 
110,879 
41,259 
49,684 


79,198 
301,173 
429,760 


575,901 
7,454,995 
324,975 
87,549 
205,967 


96,904 
116,955 
1,931,334 
671,659 


*  Compiled  from  accounts  receivable  cards  of  the  Danford  company. 

Source:  Sales  figures  from  company  records;  population  figures  from  Rand  McNally's,  1947;  retail  outlet  data 
taken  from  U.S.  Census  of  Trade,  Retail  Trade,  1939. 


Mr.  Betts  stated  that  in  order  to  ascertain  the  number  of  Danford 
dealers  and  the  sales  volume  of  each,  he  would  have  to  survey  the  com- 
pany's accounts  receivable  cards.  He  estimated,  however,  that  Danford 
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had  1,500  accounts:  600  tire  and  tube,  200  battery,  200  minor  rubber 
products,  150  shoe  sole,  150  export  (primarily  tires  and  tubes),  and 
200  accounts  which  ordered  various  products  infrequently.  An  "ac- 
count" was  any  dealer  who  was  billed  directly.  Some  of  these  dealers 
resold  to  subdealers  in  their  areas;  hence  it  was  not  possible  to  develop 
a  complete  customer  list.  With  regard  to  sales  volume,  Mr.  Betts  stated 
that  the  dealers  selling  tires,  tubes,  and  batteries  accounted  for  most  of 
the  volume.  The  minor  rubber  products  accounts  with  the  exception 
of  a  number  of  wholesalers  were  not  large. 

Danford  dealers  were  independent  merchants.  Twenty  per  cent  of 
them  were  tire-store  operators  who  sold  tires  and  automotive  supplies  but 

Exhibit  6 

Danford  Rubber  Company 

Dealer  Accounts  by  Selected  States,  1948 


States 


California.  . 
Connecticut 
Delaware . .  . 

Florida  

Georgia 

Illinois  

Indiana  

Kentucky. . . 


No.  of  Accounts 


15 
104 
3 
29 
72 
10 
108 
101 


States 


Maine  

Maryland  

Massachusetts . 

Michigan  

New  Jersey  

New  York .... 
South  Carolina . 
Tennessee  


No.  of  Accounts 


20 
28 

101 
39 
50 

158 
41 
43 


Source:  Compiled  from  company  accounts  receivable  cards. 

who  did  not  handle  gasoline  or  do  tire  repairing.  The  rest  were  garages, 
independently  owned  gasoline  stations,  retail  stores,  and  tire-rebuilding 
firms,  most  of  which  carried  nationally  known  gasoline  lines.  Mr.  Betts 
said  that  Danford  had  a  low  dealer  turnover  rate,  which  he  attributed 
to  excellent  manufacturer-dealer  relationships.  "Some  of  our  dealers 
have  been  with  us  for  thirty  years."  In  May,  1948,  the  company  added 
thirty  new  accounts;  the  over-all  number  of  accounts,  however,  had  re- 
mained fairly  constant  during  the  previous  ten  years. 

Dealer  purchases  from  Danford  ranged  from  $300  to  $70,000  a 
year.  Mr.  Betts  stated  that  he  would  like  to  have  tire  and  battery  ac- 
counts maintain  a  minimum  yearly  retail  sale  of  $20,000  but  that  such 
accounts  could  not  always  be  obtained.  "If  a  dealer's  tire  volume  war- 
rants, he  is  given  an  exclusive  territory  franchise."  Mr.  Betts  noted  that 
Danford  dealers  had  further  advantages  in  that  they  were:  (1)  per- 
mitted to  make  tire  adjustments;  (2)  allowed  to  return  slow-moving 
merchandise;  (3)  given  protection  against  any  reduction  in  inventory 
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value  through  price  declines;  and  (4)  not  subjected  to  strict  supervision. 

Most  Danford  accounts  also  carried  tires  manufactured  by  one  of  the 
large  tire  companies.  Mr.  Betts  said  this  procedure  had  been  encouraged, 
since  it  gave  the  dealer  a  tire  on  which  he  could  cut  prices  and  which 
would  carry  the  burden  of  competition.  "If  our  dealer  can  get  the  pro- 
spective tire  buyer  into  his  shop  by  advertising  a  Big  Four  tire  at  re- 
duced prices,  then  we  hope  he  can  swing  the  potential  customer  over 
to  buy  a  Danford  tire."  Some  Danford  dealers  had  diversified  their  prod- 
uct lines  by  taking  on  items,  such  as  electrical  appliances.  Although  Mr. 
Betts  did  not  have  information  as  to  the  extent  of  this  diversification,  he 
did  not  believe  it  a  wise  move.  Some  Danford  accounts  secured  fleet  tire 
sales  and  others  did  not.  "That  is  a  matter  for  them  to  decide,"  Mr.  Betts 
said.  "Truck  tire  sales  and  fleet  sales  are  much  tougher  to  make  than 
individual  passenger  tire  sales." 

Mr.  Forrester  believed  that  Danford  dealers  secured  most  of  their  tire 
business  on  the  basis  of  good  dealer-customer  relationships,  and  he  did 
not  think  that  sales  made  on  that  basis  could  be  increased  by  close  com- 
pany supervision  over  the  retail  dealer.  Danford  furnished  its  dealers 
with  metal  tire  stands,  advertising  clocks,  window  trim,  and  posters.  It 
did  not  do  any  national  advertising  but  would  reimburse  a  dealer  for 
50%  of  the  cost  of  local  advertisements.  "In  addition  to  visits  by  sales- 
men," Mr.  Forrester  continued,  "our  most  direct  relationship  with  the 
retail  dealer  is  maintained  through  our  trade  bulletins.  These  bulletins, 
which  are  sent  out  three  or  four  times  a  week  to  all  dealers  and  sales- 
men, contain  general  industry  notes  and  information  on  competition 
trends,  ideas  for  advising  customers  on  extending  the  life  of  their  Dan- 
ford tires,  and  promotional  plans  which  had  worked  for  individual 
Danford  dealers."  There  was  no  check  to  see  that  these  bulletins  were 
used  by  the  dealers. 

"In  any  town,  four  or  five  outlets  usually  do  90%  of  the  tire  busi- 
ness," stated  Mr.  Betts,  "but  it  is  difficult  to  sign  up  those  dealers."  He 
believed  there  were  two  essentials  for  dealer  success:  ( 1 )  acceptance  in 
the  trading  area,  and  (2)  physical  setup  and  location.  Danford  sales- 
men, who  selected  all  new  retail  dealers,  were  given  the  responsibility 
of  checking  to  see  that  potential  accounts  met  these  two  qualifications. 
Once  a  prospective  account  was  submitted  to  the  home  office,  it  was 
again  checked  by  Mr.  Cormack  for  credit  reliability  and  by  Mr.  Betts  for 
the  type  of  tire  sales  operation.  Danford  did  not  insist  on  any  specific 
capital  requirements  for  new  dealers  but  required  an  acceptable  Dun  & 
Bradstreet  rating.  Mr.  Betts  checked  the  sales  operating  policy  of  new 
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accounts,  if  they  were  in  the  New  England  and  Middle  Atlantic  areas, 
to  see  that  the  dealer's  operations  were  not  basically  of  a  wholesaling 
nature.  He  wanted,  in  these  areas,  dealers  who  sold  directly  to  con- 
sumers only. 

SALES  FORCE 

The  company's  seven  salesmen  (1948)  sold  all  Danford  products  in 
their  areas  with  the  exception  of  shoe  soling.  That  was  handled  by  a 
New  York  broker.  The  salesmen,  who  had  been  selected  by  Mr.  For- 
rester, were  paid  on  a  straight  commission  basis  (except  during  the 
period  1942-46),  and  Mr.  Betts  believed  that  the  least  successful 

Exhibit  7 

Danford  Rubber  Company 
Mr.  Forrester's  Letters  to  Salesmen — May,  1948 
Date  Subject 
May    2    Test  Truck  Tire  Report 

8  Report  of  Tire  Adjustments 

9  Competition  from  Other  Premium  Tires 

9  New  Method  of  Letting  Salesmen  Know  Orders  Shipped 

10  Fan  Belt  Sales  Have  Dropped 

15  Good  Ad  Used  by  a  Danford  Dealer 

21  Battery  Sales  (Need  to  Be  Pushed) 

26  Dealer  Complaints 

26  Sales  of  Radiator  Hose  Down 

29  Sales  of  Self -Sealing  Tubes  Down — "What's  the  Matter?" 

29  New-Type  Truck  Tires 

Source:  Company  records. 

grossed  $700  a  month.  "Our  salesmen  turnover  is  very  low,"  Mr.  Betts 
continued.  "One  of  our  men  has  been  with  us  for  thirty  years." 

"Our  basic  sales  objectives  are  different  from  the  big  boys,"  he  stated. 
"Our  men  try  to  get  around  to  an  account  every  four  or  five  weeks;  the 
big  boys  call  on  them  every  week.  We  have  one  man  for  the  state  of 
Connecticut;  they  have  a  salesman  for  each  county.  Our  accounts  basic- 
ally have  to  sell  tires  by  themselves.  When  our  salesman  calls  on  a 
dealer,  he  first  listens  for  complaints  about  our  tires  and  service.  He  then 
talks  to  the  dealer  about  local  competitive  problems  and  tries  to  give 
him  suggestions  on  ways  of  meeting  it.  But  we  don't  try  to  tell  the 
dealer  how  to  run  his  outfit." 

"We  are  not  interested  in  reports,"  Mr.  Betts  noted.  "We  just  want 
results."  Danford  salesmen  did  not  submit  any  regular  formal  reports. 
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Each  man  did,  however,  send  in  a  daily  letter  reporting  his  travel  plans 
and  any  interesting  competitive  news  to  Mr.  Betts.  Using  this  source  of 
news,  as  well  as  "trade"  sources,  Mr.  Betts  and  Mr.  Forrester  made  up 
the  previously  described  bulletins  which  were  sent  to  both  dealers  and 
salesmen.  In  addition,  Mr.  Forrester  sent  out  letters  directly  to  his  sales- 
men (see  Exhibit  7).  "These  letters  and  our  bulletins  are  our  principal 
source  of  control  over  the  sales  force,"  he  stated.  In  one  of  his  recent 
bulletins,  Mr.  Forrester  had  quoted  a  letter  from  an  established  sales- 
man. The  salesman  had  written,  "I  recently  went  over  a  map  of  my 
territory  and  find  there  are  fourteen  good-sized  towns  in  which  we  do 
not  have  representatives.  This  is  really  the  first  time  I  have  taken  time 
out  to  study  closely  a  map  of  the  territory  I  cover  to  make  an  effort  to 
analyze  what  the  situation  is.  If  we  don't  have  fourteen  new  accounts 
in  the  office  within  the  next  thirty  to  sixty  days,  it  won't  be  my  fault." 
Mr.  Forrester's  postscript  stated,  "That's  the  kind  of  enthusiasm  that 
can't  fail." 

Mr.  Forrester,  in  August  of  1948,  was  receiving  two  monthly  sales 
reports,  both  of  which  he  had  initiated  early  in  1948.  One  consisted  of 
a  series  of  2  X  5 -inch  cards  which  listed  sales  by  salesmen  by  product. 
In  addition,  he  received  a  report  which  listed  each  salesman's  sales  as  a 
percentage  of  total  company  sales.  Danford  did  not  maintain  (1948) 
records  of  sales  by  city  or  state,  although  such  a  report  had  been  com- 
piled in  1941.  This  report  was  dropped  because  it  was  not  used  by  Mr. 
Forrester  or  Mr.  Betts. 

Mr.  Forrester  appraised  his  salesmen  as  follows: 

Salesman  Comment 

Extremely  good  man.  Calls  on  all  accounts  and  keeps  plug- 
ging. He  has  the  smallest  territory  of  any  salesman,  but  I 
regard  him  as  one  of  the  best. 

Average.  He  doesn't  plug  all  products — his  camelback  sales 
are  low. 

On  the  ball  selling  tires,  but  we  can't  get  him  interested  in 
selling  other  products. 

I  discharged  him  in  June.  He  just  didn't  get  out  and  sell. 
We  should  have  fired  him  before  the  war,  but  we  decided  to 
carry  our  sales  force  as  it  was.  He  had  been  with  the  company 
for  years,  was  a  nice  guy,  but  just  didn't  have  the  stuff.  Be- 
sides, we  discovered  he  had  another  job  selling  boxes  on 
the  side. 


Mr.  Crandall 


Mr.  Basken 

Mr.  Paul 

Mr.  Barker 
(discharged  in 
June,  1948;  re- 
placed by  Mr. 
Snyder) 
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Mr.  Kramer  Weak  salesman.  Has  been  with  the  company  ten  years.  I  have 

thought  of  dismissing  him  because  his  attitude  isn't  good. 
When  Mr.  Betts  asked  him  why  he  didn't  put  more  drive 
into  his  sales,  Mr.  Kramer  replied,  "Because  if  I  can  stick 
with  this  four  or  five  more  years,  I  can  retire." 

Mr.  Burgard  Our  best  man. 

Mr.    Wunderlee    Good  man.  His  sales  dropped  from  March  through  May  be- 
cause he  was  recuperating  from  an  auto  accident. 

Mr.  Snyder  A  good  man. 


NEW  DISTRIBUTION  PLAN 

"Effective  sales  effort  means  success  today,"  Mr.  Forrester  stressed. 
"Raw  materials  can  be  purchased  (1948)  at  about  the  same  price  by 

Exhibit  8 

Replacement  Rubber  Tires:  Manufacturers'  Average*  Costs  per  Tire 

Synthetic  Rubber  Tire,  August,  1943 


Cost  per  Tire 

Percentage  of  Total  Cost 

10  Manu- 

4 Large 

Total 

10  Manu- 

4 Large 

Total 

Manu- 

14 Manu- 

Manu- 

14 Manu- 

facturers! 

facturers 

facturers 

facturers! 

facturers 

facturers 

Size  600-16  4-ply  pas- 

senger-car tire: 

1.  Direct  material .  .  .  . 

$4,348 

$4,048 

$4,262 

50.3 

44.3 

48.5 

2.  Direct  labor  

0.996 

0.867 

0.959 

11.5 

9.5 

10.9 

3.  Net  waste  

0.145 

0.168 

0.152 

1.7 

1.8 

1.7 

4.  Factory  overhead  .  . 

1.605 

1.629 

1.612 

18.5 

17.8 

18.3 

5.  Total  factory  cost.  . 

$7,094 

$6,712 

$6,985 

82.0 

73.4 

79.4 

6.  Warehouse  and 

shipping  expense . . . 

0.092 

0.224 

0.130 

1.1 

2.4 

1.5 

7.  Transportation.  .  .  . 

0.265 

0.395 

0.302 

3.1 

4.3 

3.4 

8.  Adjustments^  

0.260 

0.231 

0.252 

3.0 

2.5 

2.9 

9.  Selling,  general, 

and  administrative 

expense  

0.938 

1.587 

1.123 

10.8 

17.4 

12.8 

10.  Total  cost  

$8,649 

$9,149 

$8,792 

100.0 

100.0 

100.0 

*  Unweighted  arithmetic  average. 

!  These  are  the  so-called  "independents." 

t  Allowance  for  defective  tires  sold  by  trade. 

Source:  Survey  of  Rubber  Tire  and  Tube  Manufacturers,  U.S.  Office  of  Temporary  Controls,  OPA  Economic 
Data  Series,  No.  10  (May,  1947),  p.  5. 

any  company.  As  for  manufacturing  a  tire,  tires  are  like  doughnuts — 
just  stuff  with  a  hole  in  the  middle.  Differences  in  labor  output  are  not 
so  much  in  machines  used  as  in  the  willingness  of  employees  to  work. 
Our  production  costs  are  higher  than  the  Big  Four  [see  Exhibit  8].  We 
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overcome  that  disadvantage,  however,  by  more  efficient  distribution, 
through  the  elimination  of  wholesalers  and  middlemen,  which  the  Big 
Four  use,  and  by  securing  25%  higher  prices  for  our  extra-value  prod- 
ucts than  the  big  boys  do  for  their  standard  products." 

Mr.  Forrester  planned  to  use  the  same  basic  program  which  he  had 
evolved  in  the  thirties  to  meet  the  competitive  conditions  facing  Dan- 
ford  in  the  late  forties.  "Our  primary  continuing  emphasis  will  be  to 
stress  the  importance  of  friendly  manufacturer-dealer  relationships." 

Since  1936,  Danford  had  been  attempting,  without  much  success,  to 
secure  accounts  outside  New  England  and  the  Middle  Atlantic  region. 
Mr.  Betts  stated  that  the  company  had  been  handicapped  because  it  did 
not  have  any  branch  warehouses.  "If  our  dealer  in  Dallas  wanted  a 
certain  type  of  tire,  he  either  had  to  wait  four  days  for  us  to  send  him 
one  or  had  to  carry  a  larger  stock  than  he  would  have  if  he  handled  a 
tire  manufactured  by  a  company  with  a  Dallas  branch  warehouse."  In 
order  to  expand  sales,  Mr.  Forrester  planned  to  select  large  and  strong 
accounts  in  areas  outside  a  day's  truck  haul  from  Logan  and  designate 
them  as  wholesaler-distributors.  These  wholesaler-distributors  were 
encouraged  to  secure  a  large  number  of  subdealers.  The  subdealers 
would  secure  Danford  products  from  inventories  maintained  by  the 
wholesaler-distributors. 

Wholesaler-distributors  purchased  tires  from  Danford  in  carload  lots, 
which  entitled  them  to  a  2/2%  discount.  In  addition,  they  were  given  a 
3%  salesman's  commission  on  all  tires  which  they  sold  "to  themselves," 
as  well  as  to  their  subdealers,  and  a  2/2%  warehousing  credit.  Danford 
extended  the  same  privileges  to  wholesaler-distributors  that  it  did  to 
regular  accounts;  i.e.,  return  of  slow-moving  stock,  and  protection  of 
inventory  against  price  declines.  Mr.  Betts,  who  was  responsible  for 
supervision  of  these  outlets,  attempted  to  visit  each  wholesaler-distribu- 
tor several  times  a  year;  in  addition,  they  received  all  trade  bulletins 
issued  by  the  company. 

"By  extending  this  procedure  until  we  have  seminational  distribution, 
we  can  keep  our  salesmen  busy  on  the  East  Coast  and  use  wholesaler- 
distributors  for  outlying  areas,"  Mr.  Forrester  stated.  "Our  salesmen 
still  have  a  large  undeveloped  potential  within  overnight  truck  haul  of 
the  plant."  After  a  year  and  a  half,  Danford  had  outlets  in  Wisconsin, 
West  Virginia,  Ohio,  Georgia,  Florida,  Kentucky,  Arkansas,  Virginia, 
Oklahoma,  Kansas,  Indiana,  and  Minnesota.  During  July  and  August 
of  1948,  Mr.  Forrester  had  extended  the  wholesaler-distributor  plan  to 
Long  Island,  and  Poughkeepsie,  New  York,  and  to  one  city  in  Massa- 
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chusetts.  "The  Long  Island  market  was  very  difficult  to  break  into,  and 
we  did  not  have  distribution  there;  our  salesman  suggested  that  we 
sign  up  the  wholesaler-distributor.  We  split  the  salesman's  normal 
commission,  giving  him  2%  and  the  new  wholesaler-distributor  3%. 
We  immediately  got  an  order  for  600  tires  from  that  firm.  In  Pough- 
keepsie,  we  had  a  small  dealer  there  already.  He  will  still  handle  our 
tires  but  won't  have  an  exclusive."  Mr.  Forrester  stated  that,  whereas 
he  did  not  want  to  use  this  arrangement  in  areas  covered  by  salesmen, 
it  might  have  to  be  used  to  meet  competition. 

From  September,  1947,  until  May,  1948,  wholesaler-distributor  sales 
grew  to  something  more  than  20%  of  total  factory  sales  and  then  lev- 
eled off  at  about  that  figure.  Not  all  of  this  represented  new  business, 
however,  since  some  of  the  accounts  had  been  handled  previously  by 
the  home  office.  Mr.  Forrester  believed  that  this  new  plan  had  been 
successful.  "My  estimate  is  that  we  will  need  a  sales  volume  of  about 
$700,000  a  month  to  break  even." 

SALES 

The  combined  sales  of  eight  rubber  firms  ( Firestone,  Goodrich,  U.S. 
Rubber,  and  five  independent  companies  of  which  Danford  was  the 
smallest)  declined  3.7%  for  the  first  quarter  of  1948  over  the  similar 
1947  period.  With  the  exception  of  Goodyear,  whose  sales  increased 
during  this  period,  the  remaining  members  of  the  Big  Four  experienced 
only  a  slight  decline  in  sales  volume;  i.e.,  Firestone,  3.2%.  Danford 
sales  dropped  40%.  In  general,  the  smaller  independent  companies 
made  the  poorest  relative  showing,  and  the  larger  independents  experi- 
enced less  drastic  declines.  Dayton  Rubber,  whose  sales  dropped  28%, 
and  Lee  Rubber  and  Tire,  whose  sales  dropped  14%,  were  both  firms 
which  had  diversified  into  the  mechanical  rubber  field  (conveyor  belt- 
ing), where  profit  margins  were  higher  than  those  of  the  tire  industry. 

As  has  been  stated,  Mr.  Forrester  was  having  trouble  with  his  health. 
During  the  early  part  of  1948  he  had  been  forced  to  relinquish  active 
direction  of  Danford  for  several  months.  In  his  absence,  Mr.  Barbas, 
Mr.  Betts,  and  Mr.  Green  co-operated  in  managing  the  company.  Upon 
Mr.  Forrester's  return  to  work  in  May,  he  immediately  saw  the  serious- 
ness of  the  monthly  sales  declines  from  $760,000  in  January  to  $450,- 
000  in  May.  "I  took  immediate  action,  started  a  sales  promotional  cam- 
paign featuring  credits  to  dealers,  so  that  they  could  increase  customer 
trade-in  allowances.  We  inaugurated  the  program  by  calling  all  our 
salesmen  together  for  our  first  1948  sales  conference  and  by  briefing 
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our  dealers  with  promotional  literature.  Our  June  sales  jumped  to 
$685,000.  We  should  have  started  that  program  sixty  days  earlier. 
In  addition  to  the  credit  which  we  allowed  during  this  promotion,  our 
dealers  further  reduced  their  margins  and  added  to  this  credit  to  give 
the  tire  buyer  a  real  bargain."  Mr.  Forrester  believed  that  the  1948 
Danford  sales  drop  had  resulted  in  part  from  the  general  slump  in 
replacement  sales  but  thought  it  had  been  aggravated  in  Danford's 
case  by  two  further  factors :  ( 1 )  dealer  inventories  were  too  high  and 
( 2 )  Danford  dealers  did  not  have  the  new  super  balloon  tires  for  which 
considerable  consumer  demand  had  been  built  up  by  some  competitors. 

TRANSPORTATION 

Mr.  Gumer  stated  that  Danford  transportation  costs  had  increased 
sharply  from  a  prewar  2%  of  net  sales  to  approximately  5%  in  1948. 
"Freight  rates  alone  have  jumped  about  50%  since  the  end  of  the  war. 
We  ship  by  carload  lots  to  the  South  and  Middle  West  since  L.C.L.  costs 
would  be  prohibitive."  Shipments  to  the  Pacific  Coast  were  made  by 
boat.  "Larger  companies,"  he  explained,  "are  able  to  meet  partially  the 
problem  of  higher  freight  rates  by  locating  production  units  in  various 
sections  of  the  country."  Danford  sold  its  products  on  a  delivered  price 
basis  and  absorbed  freight  charges  on  all  shipments.  If  customers  or- 
dered in  excess  of  20,000  pounds  of  merchandise,  Danford  gave  a  2/2% 
discount. 

MINOR  PRODUCTS 

Mr.  Barrett  was  in  charge  of  sales  of  minor  rubber  automotive  prod- 
ucts and  batteries;  he  also  supervised  battery  manufacturing.  These  prod- 
ucts were  sold  by  Danford  salesmen  directly  to  retail  dealers  and  to 
thirteen  automotive  product  wholesalers.  No  exclusive  sales  franchises 
were  given,  and  a  dealer  could  sell  these  products  without  carrying 
Danford  tires  and  tubes  as  many  did.  Mr.  Barrett  personally  prepared 
any  advertising  material  needed  and  made  up  price  lists  as  required;  he 
also  visited  Danford  salesmen  and  Danford  retailers  who  carried  his 
division's  products. 

Mr.  Barrett  stated  that  Danford  batteries  were  as  good  as,  but  not  any 
better  than,  those  produced  by  competitors.  Since  it  was  difficult  to 
secure  product  differentiation  on  the  basis  of  quality,  competition  came 
primarily  in  the  form  of  service  guarantees.  "We  give  a  fifteen-month 
guarantee  on  our  battery,"  he  stated,  "which  is  equal  to  or  longer  than 
guarantees  given  by  our  competitors.  Furthermore,  we  stress  good 
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dealer-customer  relationships  as  a  prime  factor  in  securing  battery 
sales.  I  do  not  try  to  tell  our  outlets  how  to  sell  these  products."  Mr. 
Barrett  stated  that  price  competition,  even  during  the  thirties,  had  not 
been  great.  He  attributed  this  to  the  price  leadership  of  the  larger  firms 
in  the  industry  which  specialized  in  battery  manufacture.  "We  have  a 
disadvantage  in  that  we  have  to  pay  our  battery  workers  tire  union 
wages,  which  are  about  10%  above  the  average  wage  paid  by  a  battery 
manufacturer."  Danford  battery  prices  were  approximately  the  same  as 
competitors'. 

Competition  in  the  rubber  automotive  products  field  was  keen.  Most 
tire  manufacturers  made  these  products  so  that  their  dealers  could  carry 
a  more  complete  line  of  products.  Pricing  was  competitive,  and  there 
was  little  product  quality  differentiation  among  various  brands. 

Sales  of  both  Danford  automotive  rubber  products  and  batteries  had 
slumped  drastically  in  the  first  half  of  1948.  Danford  battery  sales  to 
wholesalers  and  retailers  in  1947  had  reached  a  peak  of  $150,000  a 
month;  1948  battery  sales  had  declined  in  consecutive  months  until  in 
June  of  1948  less  than  $1,000  worth  of  batteries  was  sold  to  retail  or 
wholesale  firms. 

In  explaining  this  slump  to  Mr.  Forrester  in  a  conference  on  July  20, 
1948,  Mr.  Barrett  said  that  the  sales  recession  was  an  industry-wide 
condition.  "The  industry  in  1947  produced  at  the  rate  of  24  million 
batteries  a  year  and  sold  them  at  the  rate  of  17  million  a  year."  Mr. 
Forrester  immediately  phoned  a  large  Danford  battery  account  to  secure 
further  information.  In  that  account's  territory,  the  dealer  reported  that 
the  Goodrich  company,  to  boost  sales,  had  increased  its  service  guarantee 
from  fifteen  months  to  eighteen-twenty  months  and  decreased  its  bat- 
tery prices  so  that  they  were  lower  than  Danford's.  In  order  to  meet  these 
competitive  developments,  Mr.  Forrester  planned  to  work  up  a  trade-in 
allowance  promotional  plan  similar  to  the  one  used  in  May  for  tires. 

In  early  1948  Danford  began  to  manufacture  rubber  floor  tile.  Mr. 
Forrester  had  selected  this  product  because  of  the  large  current  demand 
for  the  product  and  because  the  manufacture  of  floor  tile  utilized  the 
company's  existing  production  equipment.  With  the  exception  of  bat- 
teries, all  previously  selected  Danford  minor  products  had  utilized  the 
basic  manufacturing  facilities  of  the  Danford  plant,  and  all  could  be 
sold  through  Danford  salesmen.  Rubber  floor  tiling,  however,  was  to 
be  sold  by  Mr.  Barrett  to  building  supply  firms,  department  stores,  and 
building  contractors.  Prewar  competition  had  been  severe  with  larger 
companies  in  the  field  such  as  Hood  Rubber  and  Armstrong  Cork.  Dan- 
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ford  tile  orders  in  June,  1948,  were  above  the  limited  capacity  of  the 
tile  production  unit,  and  more  finishing  machinery  would  be  required 
to  expand  capacity  above  the  current  volume. 

Sales  of  camelback,  under  the  direction  of  Mr.  Betts,  were  considered 
satisfactory.  The  sale  of  Danford  shoe  slabbing,  on  the  other  hand,  was 
not.  Although  sales  volume  had  been  maintained,  competition  had 
forced  the  company's  New  York  sales  broker  to  reduce  the  prices  of 
Danford  slabs.  "Our  slab  production  costs  are  higher  than  the  rest  of  the 
industry,"  Mr.  Barrett  explained.  "One  factor  is  that  we  pay  our  shoe 
slab  men  tire  union  wages,  which  are  about  10%  higher  than  those  of 
our  competitors  who  specialize  in  rubber  shoe  soles."  Mr.  Forrester 
stated  that  if  production  costs  could  not  be  reduced,  Danford  might 
have  to  withdraw  from  that  field. 

PRODUCTION 

The  Danford  plant,  located  on  the  outskirts  of  Logan,  consisted  of 
ten  brick  buildings  with  floor  space  of  268,000  square  feet  (June, 
1948).  Manufacturing  facilities  had  been  expanded  in  1941  and  again 
in  1945-46.  A  five-story  addition  to  the  main  tire  fabrication  building 
had  been  completed  in  1946,  as  well  as  an  office  building  and  power 
plant.  These  buildings  had  been  purchased,  partially  completed,  from 
the  Defense  Plant  Corporation.  As  a  result  of  this  expansion,  plant 
capacity  to  produce  tires  had  increased  from  1,000  tires  a  day  in  1941 
to  2,400  a  day  in  1946.  Tire  production  in  May,  1948,  averaged  1,000 
tires  a  day.  "At  capacity  tire  operations,"  Mr  Green  stated,  "we  would 
still  use  only  70%  to  80%  of  the  floor  space  available  in  the  new 
building." 

There  were  only  limited  savings  to  be  obtained  from  the  large-scale 
manufacture  of  tires,  Mr.  Green  stated.  Increased  tire  production  for  a 
company  was  achieved  through  the  addition  of  standard  tire  building 
machines,  rather  than  from  significant  changes  in  type  of  production 
equipment  used  or  processes  employed. 

Approximately  50%  of  the  Danford  machinery  and  equipment  on  a 
cost  basis  had  been  acquired  since  September,  1940.  Mr.  Green  stated 
that  Danford's  production  equipment  was  in  excellent  repair  and  that 
in  some  operations,  i.e.,  tire  curing,  the  company  had  the  latest  and 
most  efficient  equipment  yet  produced.  Danford  was  installing  a  new 
machine  which,  Mr.  Green  estimated,  would  effect  substantial  labor 
savings  in  the  tube  department. 

Mr.  Green  commented  that  an  inherent  disadvantage  of  a  small 
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company  was  the  fact  that  limited  financial  resources  prevented  rapid 
replacement  of  machinery.  Machinery  development  in  the  tire  curing 
and  tire  building  fields  was  especially  rapid.  "Within  the  past  two 
years  automatic  tire  building  machinery  has  improved  so  that  produc- 
tion per  machine  has  increased  from  130  tires  per  day  to  170,  but  Dan- 
ford  has  not  obtained  any."  For  one  reason,  the  new  Danford  super 
balloon  could  not  be  built  on  semiautomatic  tire  building  equipment 
because  of  its  special  features.  "It  is  almost  a  custom-made  tire,"  Mr. 
Green  stated.  "We  cannot  easily  boost  production  to  meet  current 
demand.  We  didn't  have  that  difficulty  with  the  Super  Strength  tire, 
which  we  could  build  on  semiautomatic  machines." 

"One  reason  for  our  high  production  costs,"  Mr.  Green  continued,  "is 
our  plant  arrangement.  Our  milling  and  compounding  operations  are 
in  one  plant,  and  operations  which  use  the  semiprocessed  stock  are  in 
other  buildings.  You  can't  conveyorize  rubber  stock,  which  means  we 
have  a  great  deal  of  expensive  interplant  transportation." 

The  production  supervisory  staff  consisted  of  nine  foremen,  twelve 
assistant  foremen,  a  production  scheduling  group,  tire  designers,  and 
two  time-study  men.  "We  don't  really  have  a  methods  department," 
Mr.  Green  stated.  "When  our  time-study  man  comes  across  better  meth- 
ods for  doing  a  job,  he  makes  suggestions  and  retimes  the  job.  We 
originally  had  three  men  in  the  time-study  group,  but  we  dropped  one 
man  as  part  of  an  economy  drive  in  1947.  The  two  remaining  men 
are  overloaded;  one  sets  rates  while  the  other  concentrates  on  time-study 
work." 

The  assistant  foremen,  most  of  whom  were  older  men  formerly  em- 
ployed as  tire  builders,  served  as  inspectors  for  their  respective  depart- 
ments. They  were  also  responsible  for  employee  training,  although  Mr. 
Green  said  little  of  that  was  needed.  "We  use  the  same  basic  work  force, 
and  when  we  rehire,  the  men  are  already  familiar  with  our  procedures." 

Danford  employed  400  men  in  July,  1948;  peak  wartime  employ- 
ment had  been  1,000.  Mr.  Green  planned  to  hire  an  additional  150 
men  in  August  and  September  to  meet  the  increased  demands  for  Dan- 
ford super  balloon  and  Super  Strength  tires. 

Danford  workers  were  represented  by  the  United  Rubber  Workers  of 
America,  CIO.  Before  World  War  II,  Danford  wage  schedules  had  been 
approximately  10%  under  those  of  the  Big  Four.  Mr.  Green  said  that  in 
1941  the  average  industry  hourly  wage  was  77  cents;  in  1948,  it  was 
$1.40,  and  Danford's  was  $1.47.  Mr.  Green  stated  that  some  Danford 
piece  rates  were  40%  above  those  of  a  Baltimore  competitor;  yet  the 
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take-home  pay  of  workers  in  both  plants  was  approximately  equal.  He 
attributed  these  higher  piece  rates  to  ( 1 )  the  failure  of  Danford  to  re- 
duce piece  rates  as  more  efficient  machinery  was  acquired  and  ( 2 )  hard 
bargaining  on  the  part  of  the  union. 

Danford  had  never  experienced  a  serious  work  stoppage,  and  worker 
turnover  was  low.  Mr.  Green  believed,  however,  that  management- 
worker  relations  were  not  satisfactory.  "We  purchased  a  machine  to 
replace  a  man  on  a  five-man  tube  line,  and  the  union  objected  to  taking 
the  man  off.  Another  man  worked  but  six  minutes  out  of  sixty.  We 
wanted  to  take  him  off,  and  the  union  objected  again.  Finally,  I  said 
I  would  pay  the  remaining  three  men  the  money  for  the  six  minutes 
which  the  other  man  worked;  the  union  accepted.  The  wage  increase 
for  the  remaining  three  men  amounted  to  45  cents  a  day  per  man." 

Mr.  Green  stated  that  the  company  had  put  up  suggestion  boxes  for 
several  months  to  give  plant  employees  a  chance  to  make  suggestions 
for  improving  work  processes.  No  suggestions  were  received. 

In  attempting  to  reduce  shoe  slab  manufacturing  costs,  Mr.  Green 
had  told  the  union  that  wages  would  have  to  be  reduced  25%.  After 
numerous  conferences  with  Mr.  Forrester,  the  union  accepted  a  22% 
wage  reduction.  In  turn  the  company  agreed  to  continue  shoe  slab 
production  and  to  spend  $1,000  improving  the  layout  of  the  slab  de- 
partment.7 Mr.  Green  believed  that  this  could  enable  the  slab  room 
employees  to  regain  part  of  their  wages  cut  through  increased  produc- 
tion. 

RESEARCH  AND  DEVELOPMENT 

The  development  section  of  the  production  department  was  prima- 
rily concerned  with  quality  control.  Mr.  Jeans,  the  chemist  in  charge  of 
the  section,  also  supplied  Mr.  Green  and  Mr.  Forrester  with  information 
on  technical  developments  in  the  synthetic  rubber  field.  The  company 
further  secured  technical  advice  from  large  chemical  firms  from  which 
Danford  purchased  materials. 

Mr.  Forrester  supplied  all  ideas  for  new  products.  These  ideas  were 
translated  into  engineering  designs  by  tire  designers.  Danford  did  not 
have  any  regular  product  testing  program,  although  tires  were  given 
tests  by  various  company  dealers  and  officials  on  their  cars. 

PURCHASING,  ACCOUNTING,  AND  FINANCE 

Mr.  Barbas,  treasurer  of  the  company,  purchased  all  materials  used 
by  Danford  and  also  supervised  accounting  and  financial  operations. 
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Mr.  Barbas  purchased,  on  an  average,  one  million  pounds  of  crude 
rubber  per  month  through  a  New  York  City  broker,  as  well  as  substan- 
tial quantities  of  cotton  fabric  and  chemicals.  Mr.  Barbas  stated  that  he 
kept  himself  informed  about  raw-material  market  conditions  by  read- 
ing all  available  current  literature  on  the  subject.  Government  opera- 
tions in  the  synthetic  rubber  field  had  stabilized  crude  prices  sufficiently 
to  prevent  a  repetition  of  the  price  swings  that  occurred  during  the 
thirties  (price  range — 3  cents  to  $1.21  a  pound).  In  1947,  crude  prices 
had  ranged  only  from  13  cents  to  25/2  cents  a  pound.  In  1948  Mr. 
Barbas  was  following  a  "rule  of  thumb"  in  rubber  purchases.  If  crude 
prices  were  over  20  cents  a  pound,  he  decreased  commitments;  if  under 
20  cents  a  pound,  he  increased  future  buying  from  six  weeks  to  three 
or  four  months.  "This  policy  has  been  very  successful  to  date,"  he 
stated. 

Danford  employed  a  standard  cost  system  which  was  controlled  on 
a  departmental  basis.  Actual  costs  were  determined;  each  department 
was  credited  with  standard  costs;  and  variances  were  obtained.  Standard 
costs  were  adjusted  quarterly.  They  were  based  on  ( 1 )  materials  at 
weighted  actual  cost,  ( 2 )  direct  labor,  and  ( 3 )  overhead,  as  a  percent- 
age of  direct  labor  based  on  the  yearly  budget.  Standard  costs  were  ad- 
justed more  than  four  times  a  year  if  necessary.  In  July,  1948,  Mr. 
Barbas  stated  that  unabsorbed  burden,  resulting  from  reduced  manu- 
facturing operations,  was  very  high. 

In  April,  1946,  Danford  issued  $1,627,000  of  4%  convertible  de- 
bentures due  April  15,  1958.  The  indenture  provided  for  a  sinking 
fund  beginning  in  April,  1947,  sufficient  to  retire  two-thirds  of  the 
debentures  prior  to  maturity.  Danford  stockholders  subscribed  for  $800,- 
000  of  the  issue,  and  the  balance  was  sold  to  the  general  public  by  an 
underwriting  firm.  Danford  paid  common  stock  dividends  from  1942 
to  1947,  inclusive;  no  dividends  had  been  paid  from  1936  to  1941. 
Stock  ownership  of  Danford  was  widely  scattered  with  no  stockholder 
owning  more  than  1  %  of  the  stock. 

Funds  secured  from  the  bond  issue  were  to  be  used  to  purchase  from 
the  government,  and  to  complete  the  construction  of,  an  office  building, 
tire  plant,  and  power  unit  and  to  purchase  new  production  equipment 
($800,000).  Funds  were  also  to  be  used  to  retire  the  issue  of  7%  pre- 
ferred stock  ($527,000)  and  to  add  to  the  company's  working  capital. 
The  $800,000  allocated  for  buildings  and  equipment  proved  to  be 
inadequate,  however,  and  Danford  expended  an  additional  $300,000 
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on  these  projects.  "Consequently,"  Mr.  Barbas  stated,  "our  working 
capital  position  is  very  tight." 

To  help  meet  this  cash  shortage,  Danford  had  reduced  its  2%  dis- 
count period,  so  that  a  customer  received  this  2%  only  if  he  paid  be- 
tween the  first  and  fifteenth  of  the  month  after  shipment  was  made. 
"This  has  speeded  up  collection  of  accounts  receivable,"  Mr.  Cormack 
stated.  "I  believe  Goodyear  still  allows  a  2%  discount  for  sixty  days." 
Danford  had  not  had  a  major  credit  loss  since  1933. 

BOARD  OF  DIRECTORS 

The  Danford  board  of  directors  consisted  of  Mr.  Forrester,  Mr.  Cor- 
mack, Mr.  Barbas,  Mr.  Mark  (company  counsel),  Mr.  Reynolds  (a 
representative  of  an  underwriters  firm ) ,  and  Mr.  Fairfield.  Mr.  Fairfield 
was  chairman  of  the  board  of  a  large  textile  manufacturing  firm. 

Mr.  Forrester  considered  his  board  of  limited  value.  "It  could  per- 
form a  real  service  if  it  could  secure  possible  sales  connections  for  Dan- 
ford with  other  large  firms.  During  the  1948  sales  slump,  the  only 
advice  of  nonemployee  members  of  the  board  was  to  push  our  salesmen 
harder.  I  didn't  think  that  was  a  sound  observation." 

REPORTS 

Mr.  Forrester  received  the  following  reports:  (1)  a  weekly  produc- 
tion report  listing  totals  by  products  manufactured ;  ( 2 )  a  weekly  fac- 
tory inspection  report,  as  well  as  a  monthly  summary;  (3)  a  weekly 
summary  of  orders  received;  (4)  a  monthly  profit  and  loss  statement 
showing  profit  by  product  lines;  (5)  a  monthly  balance  sheet;  (6)  a 
monthly  maintenance  costs  report;  and  ( 7 )  a  monthly  report  showing 
each  salesman's  sales  as  a  percentage  of  total  company  sales,  as  well  as 
a  series  of  2  X  5 -inch  cards  listing  sales  by  salesman  by  product.  Mr. 
Forrester  received  most  of  these  reports  at  the  end  of  each  month.  "My 
philosophy  is  that  people  can  make  up  reports  to  show  just  about  any- 
thing they  want  to." 

NEW  SUPER  BALLOON  TIRES 

In  1947  the  Goodyear  company  produced  a  4-ply,  low-pressure,  super 
balloon  tire  which  afforded  greater  riding  comfort  than  could  be  secured 
by  using  standard  tires.  This  tire  innovation  was  originally  introduced  by 
the  Chrysler  Corporation  on  new  cars  equipped  with  special  "wide  tire 
rims."  In  June  of  1948  Danford  was  beginning  to  step  up  production 
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Exhibit  9 

All  Rubber  Tires  and  Tubes:  Combined  Departmental 
Operating  Statement 

Annually,  1942  and  1945 

(In  Thousands) 


13  Manufacturers* 

4  Large  Manufacturers! 

1942  % 

1945 

1942 

1945 

%of 
Net 
Sales 

%of 
Net 
Sales 

%of 
Net 
Sales 

%of 
Net 
Sales 

Gross  sales  

Less:  Deductions,  allow- 
ances, discounts,  etc.. . 

Net  sales 
Cost  of  goods  sold  

Operating  expenses : 

Advertising  and  publicity 
Other  selling  expense .... 
General  and  administra- 
tive expense  

Other  operating  expense  || . 

Total  

Net  operating  profit  

§ 
§ 

$208,230 
33,569 

§ 
§ 

$789,529 
92,639 

$  74,910 
59,938 

100.0 
80.0 

$174,661 
145,479 

100.0 
83.3 

$333,719 
269,316 

100.0 
80.0 

$696,890 
569,252 

100.0 
81.7 

$  14,972 

20.0 

$  29,182 

16.7 

$  64,403 

19.3 

$127,638 

18.3 

$  949 
5,125 

2,149 
742 

1.3 
6.8 

2.9 
1.0 

$  3,450 
6,507 

4,442 
1,534 

2.0 
3.7 

2.5 
0.9 

$  6,879 
21,666 

6,854 
10,421 

2.1 

6.5 

2.0 
3.1 

$  13,058 
31,508 

11,552 
4,971 

1.9 
4.5 

1.7 
0.7 

$  8,965 

12.0 

$  15,933 

9.1 

$  45,820 

13.7 

$  61,089 

8.8 

$  6,007 

8.0 

$  13,249 

7.6 

$  18,583 

5.6 

$  66,549 

9.5 

*  These  13  manufacturers,  the  so-called  "independents,"  produced  approximately  19%  of  all  rubber  tires  and 
tubes  in  1945. 

f  These  manufacturers  produced  approximately  76%  of  all  tires  and  tubes  in  1945. 
%  Only  11  companies  reported  in  1942. 
§  Not  available. 

||  In  most  cases  includes  warehouse,  shipping,  freight,  etc. 

Source:  Survey  of  Rubber  Tire  and  Tube  Manufacturers,  U.S.  Office  of  Temporary  Controls,  OPA  Economic 
Data  Series,  No.  10  (May,  1947),  pp.  2-3. 

of  Danford  super  balloon  tires.  "We  couldn't  get  into  production  before 
because  of  shortages  of  the  super  balloon  tire  molds  and  because  we 
had  to  wait  and  see  if  the  idea  would  meet  with  popular  acceptance." 
Use  of  the  super  balloon  type  of  tire  was  spreading  rapidly  in  1948,  both 
through  original  equipment  sales  and  by  sales  to  the  replacement 
market.  Although  the  Big  Four,  as  well  as  the  largest  of  the  independent 
manufacturers,  were  producing  super  balloon  tires  in  1948,  a  substantial 
number  of  the  medium-  and  smaller-sized  independent  manufacturers 
did  not  yet  have  them  in  production. 

The  Danford  super  balloon  tire  had  an  extra  feature,  which  Mr. 
Forrester  believed  would  place  it  in  a  premium  class.  This  feature 
provided  extra  strength  and  extra  safety  to  the  body  or  '  carcass"  of 
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the  tire.  Danford  super  balloon  tires  were  priced  approximately  15% 
above  competitive  super  balloon  tires. 

Demand  for  super  balloon  tires  was  so  great  in  1948  most  manu- 
facturers were  rationing  them  to  their  dealers.  Mr.  Forrester  stated  that 
the  expanded  sales  of  super  balloon  tires,  plus  increased  sales  of  other 
Danford  tires,  promised  to  put  operations  for  August,  1948,  in  the 
black.  "I  have  hopes  that  we  will  just  about  break  even  this  year." 
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CURRENT  SITUATION 

Between  1936  and  1945  the  Hinckley  Equipment  Company  of 
Philadelphia,  Pennsylvania,  realized  aggregate  profits  of  $917,222; 
aggregate  losses  of  $44,687  were  sustained  in  1936  and  1938.  In  the 
previous  decade  (1926-35),  a  large  majority  of  the  years  had  been 
unprofitable,  resulting  in  a  net  loss  of  $333,515  for  the  period. 

Although  in  1946,  material  shortages  were  hampering  production, 
net  sales  of  $685,155  had  been  made  during  the  first  five  months,  and 
$835,943  in  unfilled  orders  awaited  production. 

Mr.  Frank  Creer,  president  of  the  Hinckley  company,  remarked: 
'The  war  could  have  been  a  God-sent  opportunity  to  secure  money  for 
modernization  and  improvement,  but  taxes,  renegotiation,  and  dividends 
have  ruined  that  opportunity."  The  desirability  of  some  modernization 
of  the  plant  was  evidenced  by  the  fact  that  a  high  percentage  of  the 
machine  tools  owned  by  the  company  were  over  twenty-five  years  old. 
Mr.  Creer  estimated  that  a  quarter  of  a  million  dollars  in  new  tools 
would  be  needed  to  raise  the  efficiency  of  Hinckley  production  to  the 
industry  level.  In  fact,  $10,000  of  machine  tool  work  was  being  sub- 
contracted each  month  because  small  contractors  could  do  the  work  at 
a  lower  cost  than  Hinckley. 

COMPANY  PRODUCT 

The  Hinckley  company  was  one  of  the  foremost  American  manu- 
facturers of  rotary  pumps.  Hinckley  products  have  always  been  widely 
used  in  industry  and,  to  some  extent,  by  the  Navy.  During  World  War 
II,  these  markets  expanded  tremendously.  Pumps  were  its  principal 
product,  but  it  also  manufactured  two  other  types  of  industrial  equip- 
ment. Hinckley  pumps  were  of  three  general  types :  cylinder,  screw,  and 
air-suction. 

The  cylinder  pump,  invented  in  1907  and  improved  at  various  times 
thereafter,  had  been  the  backbone  of  the  company's  business  during  its 
early  years.  It  was  best  adapted  to  handle  heavy  viscous  liquids,  such 
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as  molasses,  asphalt,  and  white  lead.  The  patent  for  this  pump  had  ex- 
pired in  the  middle  thirties. 

The  screw  pump,  invented  in  1926,  was  protected  by  patent  until  the 
early  forties.  This  pump  was  particularly  well  suited  for  use  in  petro- 
leum-refining processes.  It  was  also  usable  for  handling  fluids  at  sub- 
zero temperatures. 

The  air-suction  pump,  invented  in  1927,  was  the  first  large-capacity 
suction  pump  ever  to  obtain  a  high  degree  of  efficiency.  In  1935  an 
improved  model  of  the  air-suction  pump,  stressing  increased  capacity, 
was  developed.  During  World  War  II,  both  types  of  air-suction  pumps 
were  widely  used  in  the  distillation  of  drugs  and  chemicals,  refining 
of  rare  metals,  coating  of  lenses,  and  the  dehydration  of  foods.  These 
were  new  fields  of  use  for  Hinckley  air-suction  pumps.  Some  patent 
protection  still  existed  in  1946  on  the  improved  model  of  the  air-suction 
pump. 

In  1910  the  company  began  the  manufacture  of  a  road-building  unit 
known  as  a  "bituminous  distributor."  The  machine  consisted  of  an 
internally  heated  tank  with  a  motored  pump  and  spray  outlets  which 
expelled  oil  or  asphalt.  These  units,  mounted  on  truck  chassis,  were 
used  by  road  builders.  The  Hinckley  company  manufactured  the  pumps 
but  purchased  the  rest  of  the  parts  needed  for  assembly  from  outside 
sources. 

In  1915  Hinckley  purchased  a  small  industrial  clutch  manufacturing 
company  with  the  idea  that  clutches  could  be  manufactured  as  filler 
products  to  keep  the  organization  busy  during  slack  pump-assembly 
periods.  Pump  sales  did  not  ordinarily  fluctuate  from  month  to  month, 
but  day-to-day  variations  were  usual.  Hinckley  clutches  were  of  the 
friction  type  and  were  primarily  used  by  purchasers  to  drive  machines 
from  a  line  shaft. 

For  several  years  the  Hinckley  company  made  a  street-cleaning  ma- 
chine. By  1928,  however,  the  officers  decided  that  it  differed  too  much 
from  other  company  products  in  both  manufacture  and  sale,  and  so 
they  ceased  promoting  it.  With  the  exception  of  repair  parts,  the  com- 
pany stopped  all  sales  of  the  item  in  1932. 

Each  of  the  various  types  of  pumps  was  made  in  a  number  of  sizes 
and  models:  the  cylinder  pump  in  63  sizes;  the  screw  pump  in  38  sizes 
for  normal  and  low  temperature  fluids  and  42  sizes  for  hot  fluids;  the  air- 
suction  in  8  sizes.  Distributors  were  available  in  8  sizes.  The  clutch 
line  comprised  60  sizes  and  styles. 
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Because  of  its  adherence  to  quality  standards,  the  Hinckley  company 
had  an  excellent  trade  reputation.  The  average  life  of  a  pump  ranged 
from  ten  to  fifteen  years,  and  many  of  its  pumps  were  still  in  use  after 
twenty-five  years'  service.  Repeat  sales  were  therefore  infrequent,  but 
repair  parts  sales  were  made  to  a  user  during  the  life  of  a  pump.  "We 
father  our  children,"  said  Mr.  Creer.  "If  a  company  had  purchased  a 

Exhibit  1 

New  Orders  Received 


Members  of  the  Hydraulic  Institute 


Year 

All  Classes 
of  Pumps 
(in 

Thousands) 

Percentage 
of  Normal 

Rotary 
Pumps 
(in 

Thousands) 

Hinckley 
Pumps 
(in 

Thousands) 

Percentage 
of  Normal 

.Percentage 
of  Rotary 
Pumps 

Average  of  four 

years  1927-30. 

$17,988 

100.00% 

$  925 

100.00% 

1931  

10,073 

56.00 

306 

33.08 

1932  

6,054 

33.66 

$  584 

272 

29.41 

46.58% 

1933  

7,902 

43.93 

1,532 

384 

41.51 

25.07 

1934  

8,917 

49.57 

1,736 

329 

35.57 

18.95 

1935  

10,316 

57.35 

2,149 

419 

45.30 

19.50 

1936  

16,086 

89.43 

3,157 

553 

59.78 

17.52 

1937  

19,104 

106.20 

3,589 

688 

74.38 

19.17 

1938  

14,561 

80.95 

4,040 

469 

50.70 

11.61 

1939  

16,223 

90.19 

3,510 

717 

77.51 

20.43 

1940  

26,453 

147.06 

3,937 

1,123 

121.41 

28.43 

1941  

43,269 

240.54 

7,290 

1,420 

153.51 

19-48 

1942  

73,854 

410.57 

12,765 

3,059 

330.70 

23.96 

1943  

74,566 

414.53 

14,909 

2,017 

218.08 

12.30 

1944  

41,222 

229.16 

7,406 

1,786 

193.08 

24.12 

1945  

34,427 

191.39 

7,666 

2,302 

248.86 

30.03 

First  four  months 

of  1946  

10,856 

2,041 

589 

Source:  Reports  of  the  Hydraulic  Institute,  1927-46. 


Hinckley  pump  in  1910  and  wanted  service  on  that  same  pump  in 
1946,  we  have  the  necessary  information  immediately  available  to  make 
any  repair  part  needed." 

COMPETITIVE  SITUATION 

Centrifugal  and  reciprocating  pumps  constituted  the  bulk  of  pump 
manufacture  in  this  country.  Competition  among  manufacturers  of  these 
pumps  was  said  to  be  very  severe,  primarily  on  a  price  basis.  The  Hinck- 
ley company,  being  a  rotary  pump  manufacturer,  belonged  to  a  small 
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section  of  the  industry  serving  specialized  needs.  Rotary  pump  manu- 
facturers usually  stressed  quality. 

Competition  for  the  Hinckley  cylinder  and  screw  pumps^came  from 
five  companies,  two  of  which  were  large  pump-manufacturing  com- 
panies. One  of  the  latter  had  come  into  the  rotary  pump  field  during 
the  depression  period  of  the  thirties  and  had  been  successful  in  capturing 
a  share  of  the  market  through  its  emphasis  on  price.  Competition  for 
the  air-suction  pump  came  from  three  small  companies,  none  of  whom, 
Mr.  Creer  stated,  manufactured  a  pump  comparable  in  quality  to  Hinck- 
ley pumps.  He  elaborated:  "We  are  the  leader  in  our  field  because  we 
spend  time  and  money  on  research  to  keep  that  leadership."  In  1946, 
several  general  manufacturing  companies  who  had  obtained  pump 
manufacturing  experience  during  the  war  were  planning  to  enter  the 
rotary  pump  field. 

The  Hydraulic  Institute  (trade  association  for  the  pump  industry) 
represented  most  of  the  industry.  It  published  information  from  which 
the  statistics  in  Exhibit  1  were  compiled.  These  data  show,  in  terms  of 
new  orders,  sales  totals  for  the  industry,  totals  for  the  rotary  pump 
section  of  the  industry,  and  totals  for  the  Hinckley  Equipment  Com- 
pany. New  orders  only  approximate  actual  sales,  since  customers  fre- 
quently increased  or  decreased  their  original  orders. 

COMPANY  BACKGROUND  AND  HISTORY 

The  Hinckley  Equipment  Company  was  founded  by  R.  D.  Hinckley 
in  1907  to  exploit  his  first  invention — a  cylinder  pump.  Mr.  Hinckley 
had  been  conducting  extensive  experiments  on  a  new  marine  engine. 
The  work  was  unsuccessful  until  Mr.  W.  R.  Creer,  a  marine  engineer, 
suggested  a  possible  application  of  the  engine  to  the  pumping  field. 
The  cylinder  pump  thus  developed  became  commercially  successful. 

Mr.  Hinckley  was  the  first  president  of  the  company  and  actively 
directed  its  research  program.  In  1910  he  added  to  his  organization 
Mr.  W.  R.  Creer,  who  brought  to  the  company  a  wealth  of  practical 
sales  and  engineering  experience.  He  collaborated  with  Mr.  Hinckley 
in  a  research  and  product  development  program  for  the  company;  in 
addition,  he  directed  the  company  sales  activities. 

During  the  period  1925-27  the  company  experienced  financial  diffi- 
culty. Moreover,  disharmony  had  arisen  between  Mr.  W.  R.  Creer  and 
Mr.  Hinckley.  The  latter  was  conducting  extensive  and  costly  work  on 
a  new  airplane  motor,  which  Mr.  Creer  considered  outside  the  com- 
pany's logical  field  of  activity.  This  research  had  seriously  depleted  the 
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company's  resources  and  had  forced  it  to  resort  to  bank  loans  of  $340,- 
000.  At  the  suggestion  of  company  bankers,  bank  loans  amounting  to 
$300,000  were  funded  in  1927.  The  issue  sold  at  such  a  discount, 
however,  that  the  company  received  only  $240,000.  In  1928  the  com- 
pany bankers  demanded  that  Mr.  Hinckley  withdraw  from  the  manage- 
ment of  the  company  and  retire  from  business  life.  Thereupon 
Mr.  W.  R.  Creer  became  president. 

W.  R.  Creer  instituted  a  series  of  economies  and  administrative  re- 
forms. In  1929,  sales  were  increased,  expenses  reduced,  and  a  profit  of 
$274,000  realized.  A  substantial  part  of  the  increased  sales  volume 
resulted  from  the  sales  of  the  new  air-suction  pump,  on  which  the 
company  obtained  a  high  margin  of  profit. 

In  early  1928  a  firm  of  management  consultants  was  engaged  to 
survey  the  company.  The  consultants'  report  stressed  the  necessity  of 
developing  cost  information  on  sales  and  manufacturing,  so  that  the 
company's  officers  might  have  a  better  factual  basis  for  their  adminis- 
trative decisions  and  actions. 

In  1931  W.  R.  Creer  suffered  a  paralytic  stroke.  His  son,  Frank  Creer, 
then  treasurer,  was  appointed  acting  president  until  his  father  might 
again  assume  direction  of  the  company.  It  was  believed  that  the  elder 
Mr.  Creer  would  recover.  Actually  he  never  did,  although  he  lived 
until  1941. 

Since  1912,  Frank  Creer  had  held  various  positions  in  the  sales,  engi- 
neering, and  accounting  departments.  This  acting  presidential  arrange- 
ment continued  in  effect  until  February  of  1938,  when  Frank  Creer 
was  officially  appointed  president  and  made  a  member  of  the  board  of 
directors.  Previously,  as  acting  president,  he  had  attended  directors' 
meetings  but  had  not  been  an  official  member  of  that  board. 

Frank  Creer  endeavored  to  carry  on  the  basic  operating  policies 
inaugurated  by  his  father.  He  was  confronted  forthwith  with  serious 
problems  resulting  from  the  business  depression  of  the  thirties.  During 
the  period  1931-38,  sales  of  the  Hinckley  company  dropped  to  a  low 
of  $359,000  in  1933,  and  deficits  were  incurred  in  every  year  but  one. 
The  exception  was  1937,  when  the  company  made  a  profit  of  $47,389. 
From  1939  to  the  middle  of  1946  the  company  earned  operating  profits 
every  year,  and  sales  rose  to  a  wartime  peak  of  $2,428,531  in  1944. 

Capitalization  of  the  company  included  10,000  shares  of  common, 
and  14,200  shares  of  noncumulative  preferred,  stock;  both  types  of 
shares  had  voting  rights.  In  its  earlier  years,  and  until  1942,  the  com- 
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pany's  stock  had  been  held  by  numerous  people.  Mr.  Hinckley  then 
owned  the  largest  single  block  of  company  stock;  he  controlled  approx- 
imately 10%  of  the  total  common  and  preferred  shares. 

In  1942  Mr.  Hinckley  sold  his  holdings  to  Mr.  Arthur  Williamson, 
a  security  dealer  and  a  minor  stockholder  of  the  company.  Mr.  Hinckley 
had  dramatically  appeared  before  Mr.  Creer  one  day  before  a  board  of 
directors'  meeting  and  offered  to  sell  him  his  stock  at  60%  above 
market  valuation.  Mr.  Creer  could  not  secure  the  necessary  capital  on 
such  short  notice,  and  Mr.  Williamson  purchased  the  Hinckley  stock. 
In  addition  to  his  own  stock  ownership,  Mr.  Williamson  secured  enough 
proxies  to  elect,  by  a  slight  margin,  his  group  of  candidates  at  the  next 
directors'  meeting.  Mr.  Creer  did  not  think  well  of  Mr.  Williamson  and 
alleged  that  Mr.  Williamson's  business  record  was  not  of  the  highest 
caliber.  Mr.  Williamson  became  chairman  of  the  board  and  treasurer 
of  the  company. 

WORLD  WAR  II 

During  World  War  II  the  Hinckley  company  devoted  its  entire 
facilities  to  war  production.  The  manufacture  of  bituminous  distributors 
was  discontinued;  the  company  concentrated  on  supplying  its  standard 
pumps,  with  slight  modifications,  to  industry  and  to  the  Navy.  A  large 
percentage  of  its  volume  went  to  regular  customers  who  were  expanding 
their  own  facilities.  In  some  cases,  sales  were  made  to  users  who  ap- 
peared as  new  customers  and  whose  activities  were  directly  related  to 
the  war  period.  For  instance,  the  Hinckley  company  supplied  all  rotary 
pumps  needed  on  a  large  lightweight  metal  program;  its  pumps  were 
also  widely  used  by  the  Manhattan  Project.1 

At  the  end  of  the  war  the  company  immediately  switched  to  civilian 
production.  Mr.  Creer  estimated  that  pent-up  civilian  pump  needs 
would  assure  the  company  of  three  years'  capacity  business. 

SALES 

In  1931  Frank  Creer  promoted  Mr.  Young  to  the  position  of  sales 
manager.  Mr.  Young's  promotion  was  made  on  the  basis  of  his  long 
service  with  the  company  and  his  excellent  sales  record.  At  that  time, 
there  had  been  noticeable  resentment  on  the  part  of  other  salesmen 
in  regard  to  the  promotion,  since  Mr.  Young  insisted  that  his  personal 
selling  technique  be  adopted  on  a  company-wide  basis.  In  1946 

1  Original  atom  bomb  project. 
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Mr.  Creer  remarked  that  Young  had  not  changed  a  bit  and  was  just  as 
bad  as  he  ever  had  been.  "One  of  my  biggest  jobs,"  Creer  said,  "was  to 
keep  Young  out  of  the  manufacturing  department's  hair." 

Pumps  and  distributors  were  sold  directly  to  users.  In  1946,  branches 
were  maintained  in  Boston,  New  York  City,  Chicago,  and  Philadelphia, 
and  a  manufacturer's  agent  represented  the  company  on  the  Pacific 
Coast.  Before  World  War  II,  branches  had  also  been  in  operation  in 
Dallas  and  Kansas  City.  The  Dallas  office  was  to  be  reopened  when 
personnel  became  available;  but,  inasmuch  as  the  company's  sales  to 
oil  refineries  had  been  lost  to  competitors,  the  Kansas  City  branch  was 
to  remain  closed.  Clutches  were  sold  through  mill  supply  houses. 

All  Hinckley  salesmen  had  engineering  training.  A  majority  had 
been  with  the  company  for  many  years,  but  some  new  men  were  being 
hired  in  1946.  Each  branch  manager  had  a  salesman  as  an  assistant. 
Average  yearly  salaries  ranged  from  $7,000  for  branch  managers  to 
$5,000  for  salesmen.  A  branch  consisted  merely  of  a  sales  office  from 
which  salesmen  communicated  with  customers  by  letter  and  circular. 
Personal  calls  were  usually  made  in  response  to  letters  and  inquiries. 
Branches  did  not  stock  inventories. 

Mr.  Creer  pointed  out  that  his  salesmen  and  branch  managers  were 
considered  independent  operators.  "The  company  just  puts  them  out  to 
do  selling  work.  We  figure  our  Chicago  manager  knows  more  about 
running  his  office  than  we  do."  Salesmen  made  a  weekly  report  of  calls 
and  expenses,  which  was  checked  by  the  president  before  being  sent  to 
the  sales  department.  Space  was  provided  on  the  weekly  report  form 
for  the  salesmen  to  suggest  improvements  in  the  company  products  or 
prospective  industries  which  might  use  Hinckley  pumps.  Numerous 
suggestions  for  adaptations  of  Hinckley  pumps  were  received  in  this 
manner.  Once  every  two  years  the  salesmen  were  called  to  the  home 
office  for  a  conference  on  the  latest  technical  developments  in  the  pump 
field. 

Salesmen  were  furnished  list  prices  for  the  standard  sizes  and  styles  of 
pumps.  If  special  installations  were  involved,  salesmen  quoted  prices 
with  acceptance  subject  to  home  office  approval.  Terms  were  thirty 
days  with  no  discounts  allowed. 

In  selling  pumps,  Hinckley  salesmen  usually  performed,  without 
charge,  the  engineering  work  necessary  to  determine  the  size  and  type 
of  pump  needed  by  the  prospective  customer.  Ninety  per  cent  of  the 
pump  orders  were  for  standard  models.  Mr.  Creer  pointed  out  that 
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some  engineering  work  was  done  by  company  salesmen  solely  for 
good  will.  He  cited  the  instance  of  a  Hinckley  salesman  who  had  spent 
two  days  with  a  light-bulb  company  working  out  a  new  method  for 
sealing  glass  tubing.  The  salesman  believed  that  this  concern  would 
buy  Hinckley  air-suction  pumps  the  next  time  it  was  in  the  market  for 
this  product.  The  sales  department  had  been  stressing  the  sale  of  this 
type  of  pump. 

The  company  had  approximately  500  active  and  6,800-  inactive 
accounts.  A  high  percentage  of  the  active  customers  were  industrial 
firms  who  occasionally  bought  new  pumps  and  frequently  bought 
pump  repair  parts.  New  sales  depended  largely  on  the  rate  of  expansion 
in  the  industrial  field  in  which  Hinckley  sold  and  on  the  ability  of  the 
company  to  develop  a  new  pump  or  to  adapt  an  existing  type  of  pump 
to  new  industrial  and  military  needs. 

In  the  early  thirties  Hinckley  supplied  a  large  proportion  of  the 
Navy's  requirements  for  oil  pumps.  This  business  was  lost  a  few  years 
later  to  a  large  competitor,  who  apparently  obtained  the  business  ( 1 ) 
by  underbidding  Hinckley  on  the  price  of  the  oil  pump,  and  (2)  by 
agreeing  to  furnish  with  the  pumps  certain  complementary  fittings 
specified  by  the  Navy.  During  World  War  II,  Hinckley  regained  some 
of  the  Navy  oil  pump  business  and  filled  Navy  requirements  for  many 
other  types  of  pumping  needs.  Centrifugal  pump  companies  had  cap- 
tured a  high  percentage  of  the  petroleum  industry  pump  business  where 
the  Hinckley  screw  pump  had  formerly  been  the  industry  leader. 

ENGINEERING  DEPARTMENT 

Mr.  Kohler,  in  charge  of  the  engineering  department,  was  described 
by  Mr.  Creer  as  a  "slow  but  thorough  engineer."  He  had  been  with 
the  Hinckley  company  since  1916.  Mr.  James,  his  assistant  and  also 
an  engineer,  was  a  much  more  aggressive  and  imaginative  man.  He 
had  been  with  the  company  since  1920.  Mr.  James,  in  addition  to  his 
other  duties,  helped  the  sales  department  make  up  the  company  product 
catalogues;  and,  when  necessary,  he  did  general  expediting  work  for 
the  sales  department  and  also  for  the  purchasing  department. 

Functionally,  the  engineering  department  had  three  engineering  mis- 
sions :  ( 1 )  production  engineering,  ( 2 )  sales  engineering,  and  ( 3 ) 
design  engineering.  It  also  supervised  the  pattern  section  which,  at  one 
time,  had  been  under  the  manufacturing  department. 

The  engineering  department,  in  its  production  engineering  capacity, 


234 


POLICY  FORMULATION  AND  ADMINISTRATION 


had  the  objective  of  securing  efficient  manufacturing  operations.  As  one 
part  of  this  work,  it  supervised  two  men  working  on  time  study  and 
routing.  Time-study  work  had  originally  been  started  in  1928,  discon- 
tinued in  1931,  and  reinstituted  in  1935.  During  the  war  the  work  had 
again  been  stopped  because  of  manpower  shortages,  but  Mr.  Creer 
planned  to  initiate  a  new  program  in  1946.  The  engineering  depart- 
ment kept  all  drawings  and  specifications  for  parts  and  assemblies. 
Whenever  parts  or  units  were  ordered,  the  engineering  department 
made  the  necessary  blueprints  for  the  manufacturing  department.  A 
group  of  draftsmen  and  designers  took  care  of  drafting  activity.  The 
department  also  supervised  the  finished  parts  testing  work  in  the  manu- 
facturing department  and  the  commercial  tests  made  on  every  pump 
before  it  was  shipped  to  the  purchaser. 

In  performing  its  sales  engineering  function,  the  engineering  depart- 
ment furnished  advice  to  salesmen  on  technical  sales  problems  and 
checked  extraordinary  sales  orders  to  make  certain  the  pump  ordered 
was  appropriate  in  style,  size,  and  metal  construction.  The  department 
would  work  out  modifications  of  existing  types  of  pumps  to  meet  spe- 
cific requests  by  customers  or  suggestions  submitted  by  the  salesmen. 
The  department  had  the  right  to  accept  or  reject  any  proposed  change 
in  product  design  or  specifications. 

Design  engineering,  as  stated  before,  was  the  third  main  function  of 
the  engineering  department.  It  maintained  a  small  laboratory  where 
various  kinds  of  tests  were  carried  on.  As  a  routine  measure,  the  pro- 
duction department  tested  all  pumps  manufactured.  If  it  found  any 
which  did  not  meet  expected  standards,  it  sent  them  to  the  laboratory 
for  further  testing.  The  laboratory  also  conducted  original  tests  on 
special  purpose  pumps.  Recently  a  standard  air-suction  pump  had  been 
manufactured  which  achieved  a  phenomenal  efficiency  rate.  The  pump 
was  sent  to  the  laboratory  for  recheck  after  commercial  testing,  and  the 
laboratory  submitted  a  report  noting  that  the  pump  did  achieve  the 
performance  record  observed  in  the  commercial  test. 

The  last  major  research  project  of  the  company  had  been  Mr.  Hinck- 
ley's unsuccessful  expenditure  of  a  quarter  of  a  million  dollars  for  a 
revolutionary  airplane  motor.  No  developmental  work  was  being  done 
on  any  new  type  of  pump.  Mr.  Creer  believed  that  the  liquid  rotary 
pump  field  had  been  well  exploited,  and  commented:  "I  think  Hinckley 
is  doing  as  much  as  it  can  in  this  field."  Several  new  clutches  had  been 
developed  by  the  engineering  department  during  World  War  II.  More- 
over, the  Philadelphia  branch  office  had  recently  submitted  a  suggestion 
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for  an  improved  distributor  on  which  the  engineering  department  had 
begun  study. 

Company  engineers  did  not  have  the  necessary  technical  skills  to  do 
advanced  work  on  air-suction  pump  research  problems,  inasmuch  as 
developmental  work  in  this  area  required  an  extensive  knowledge  of 
theoretical  physics.  During  the  war,  Mr.  Creer  had  secured  as  company 
consultant  Dr.  A.  N.  Stoner,  a  physicist  at  a  Pacific  Coast  technical 
institute.  A  recent  complaint  that  an  air-suction  pump  had  not  lived 
up  to  the  customer's  expectations  had  been  referred  to  Dr.  Stoner.  He 
submitted  a  technical  report  on  the  basis  of  which  the  company  was 
able  to  explain  to  the  purchaser  why  the  pump  had  not  been  able  to 
do  what  the  customer  expected.  Mr.  Creer  hoped  that  in  the  future 
some  research  problems  on  the  air-suction  pump  could  be  handled  by 
the  Pacific  Coast  technical  institute  with  which  Dr.  Stoner  was  affiliated. 

LABOR 

When  wartime  orders  slackened,  the  company  returned  to  a  one- 
shift,  forty-five-hour-week  schedule  of  employment  with  1 60  production 
and  30  overhead  employees.  This  was  a  considerable  increase  over  the 
1929  staff  total  of  135  employees  and  the  1936  staff  total  of  110  em- 
ployees. A  large  percentage  of  the  shop  personnel  had  been  with  the 
company  for  many  years. 

In  1942  the  United  Automobile,  Aircraft,  and  Agricultural  Imple- 
ment Workers  of  America  organized  the  plant.  "It  was  like  a  slap  in 
the  face,"  said  Mr.  Creer.  "I  grew  up  with  the  company  and  know  most 
of  my  men  by  their  first  name."  "During  the  war,"  he  continued,  "a 
large  group  of  new  employees  had  been  hired,  many  of  whom  were 
not  up  to  our  usual  standards  of  employment." 

Mr.  Creer  asserted  that  he  was  not  against  unions.  He  stated  that  the 
Hinckley  union  was  "cocky"  at  first,  with  plans  for  running  the  whole 
business.  Creer  thought,  however,  that,  through  a  process  of  mutual 
give  and  take,  both  management  and  the  union  were  working  quite  well 
together.  If  the  local  was  unreasonable  in  its  demands,  Mr.  Creer  dealt 
with  the  union's  international  representative  for  whom  he  had  a  high 
regard.  Early  in  1946  the  company  had  fired  the  local  union  secretary 
for  inefficiency,  and  its  action  had  been  upheld  by  the  international 
representative. 

Hinckley  workmen  were  mostly  skilled  machinists  who  could  operate 
two  or  three  types  of  machines.  Their  work  varied  from  job  to  job.  Most 
operations  involved  following  blueprints.  Each  man  was  paid  a  regular 
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hourly  rate,  varying  according  to  ability  between  men  doing  the  same 
type  of  work.  Rates  were  set  jointly  by  the  foreman  and  the  superin- 
tendent of  the  manufacturing  division. 

PURCHASING 

The  purchasing  department  of  the  company  consisted  of  a  purchas- 
ing agent  and  three  clerks.  Mr.  Creer  described  the  purchasing  agent, 
Mr.  Mallen,  as  "an  aggressive,  intelligent  man  with  numerous  industry 
contacts."  Creer  believed  that  Mr.  Mallen  had  been  offered  similar  work 
in  other  companies  at  a  much  higher  salary  than  he  was  obtaining 
from  Hinckley.  Mr.  Mallen  apparently  enjoyed  working  in  a  small 
company  where  personal  contact  was  high. 

The  primary  current  bottlenecks,  from  a  purchasing  standpoint,  were 
gray  iron  pump  castings  and  electric  motors.  The  foundry  from  which 
Hinckley  had  formerly  secured  its  castings  had  been  purchased  by  a 
machinery  firm  to  supply  its  own  needs.  The  new  owners  refused  to 
sell  any  castings  to  other  firms;  consequently,  Mr.  Mallen  had  been 
obtaining,  with  difficulty,  castings  from  ten  different  foundries  in  what- 
ever quantity  each  foundry  would  sell. 

PLANT  AND  MACHINERY 

Mr.  Hanson,  in  charge  of  the  Hinckley  manufacturing  department, 
was  described  by  Mr.  Creer  as  "an  average  man."  He  was  fifty-two  years 
old  and  had  worked  for  the  Hinckley  company  twenty-one  years.  The 
manufacturing  activities  consisted  of  machining  and  assembly  work. 
Since  1940,  the  company  had  added  23,000  square  feet  of  production 
space,  thus  doubling  its  former  production  area.  Extensive  storage 
facilities  had  also  been  constructed. 

It  was  company  policy  to  manufacture  parts  for  inventory  and  to 
assemble  pump  units  only  on  order.  This  policy  had  been  adopted 
because  of  the  difficulty  of  foretelling  just  which  sizes  or  styles  might  be 
ordered.  Many  of  the  parts  were  interchangeable,  and,  by  having  them 
on  hand,  the  company  could  assemble  most  pumps  within  two  or  three 
days,  whereas  it  would  require  several  weeks  to  make  and  assemble 
parts  for  each  order. 

One  foreman  had  charge  of  the  shop  which  received  castings  from 
the  foundries,  machined  them,  and  delivered  them  to  the  stock  room. 
The  inventory  of  finished  parts  was  controlled  by  a  system  of  minimum 
and  maximum  stocks.  When  parts  were  requisitioned  for  assembly,  the 
clerk  noted  on  each  inventory  card  the  balance  in  stock;  if  it  was  below 
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the  minimum,  new  parts  were  ordered  to  bring  it  up  to  the  maximum. 
Once  a  year  actual  stocks  were  checked,  and  changes  in  maximum  and 
minimum  standards  were  made. 

The  assembly  department  was  under  another  foreman.  It  made  up 
actual  pump  units  as  ordered  and  assembled  clutches  for  stock  on  a 
filler  basis.  Distributors  were  generally  delivered  in  early  spring  and 
were  therefore  built,  to  a  certain  extent,  in  anticipation  of  estimated 
sales. 

Some  new  machine  tools  had  been  purchased  during  the  war. 
Mr.  Creer  hoped  to  spend  between  $30,000  and  $50,000  in  the  latter 
half  of  1946  for  new  plant  equipment. 

INVENTORY 

Mr.  Creer  believed  that  the  balance  sheet  inventory  valuation  was 
conservative.  Purchased  parts  and  rough  castings  were  priced  at  the 
lower  of  actual  or  replacement  cost.  Work  in  process  and  finished  parts 
were  priced  at  the  lower  of  actual  or  replacement  cost  for  materials 
and  at  the  lower  of  actual  or  present  manufacturing  costs  for  labor  and 
burden.  Material  held  over  five  years  was  priced  at  scrap  value. 

RETIREMENT  OF  PREFERRED  STOCK 

In  accordance  with  the  provisions  outlined  when  the  Hinckley  pre- 
ferred stock  was  issued,  a  sum  equal  to  20%  of  each  common  stock 
dividend  declared  was  set  aside  for  repurchase  of  preferred  stock.  By 
December  of  1945  the  company  had  repurchased  345  shares  of  pre- 
ferred stock  at  a  cost  of  $18,547.  In  January,  1946,  there  were  13,855 
outstanding  shares  of  preferred  stock. 

COST  DEPARTMENT 

Mr.  Creer  was  dissatisfied  with  the  operations  of  the  standard  costing 
procedure.  He  felt  that  the  system  had  three  major  faults :  ( 1 )  standard 
costs  were  not  up  to  date;  (2)  material  shortages  hampered  economical 
production  runs;  and  (3)  rigid  government  price  control  made  it  im- 
possible to  raise  prices  even  if  it  was  determined  that  standard  costs 
were  normally  being  exceeded.  Mr.  Johnson,  in  charge  of  the  cost  de- 
partment, was  described  by  Mr.  Creer  as  being  an  excellent  accountant. 
Mr.  Johnson  personally  checked  every  sales  order  for  errors  on  the  part 
of  the  sales  department.  The  cost  department  also  priced  repair  parts 
orders. 
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Upon  receipt  of  a  pump  order,  the  cost  department  made  up  a  shop 
ticket,  obtained  blueprints  and  standard  times  (if  available)  for  the 
pertinent  operations  from  the  engineering  department,  and  forwarded 
these  data  to  the  manufacturing  department.  As  each  machining  opera- 
tion was  completed,  the  workmen  noted  the  actual  job  time  on  the 
shop  ticket.  The  cost  department  checked  the  actual  time  against  stand- 
ard time,  and  if  large  discrepancies  existed,  Mr.  Johnson  discussed  the 
matter  with  the  shop  foreman. 

With  actual  labor  time  known,  the  department  completed  the  job 
costing.  Materials  were  charged  at  purchase  price.  Actual  labor  time 
was  multiplied  by  a  man-hour  rate  ( the  preceding  month's  direct  labor 
cost  plus  burden  divided  by  the  number  of  productive  man-hours 
worked)  to  complete  the  job  cost.  The  actual  cost  for  a  particular  job 
was  compared  with  standard  cost — a  cost  determined  annually  by 
Mr.  Creer.  A  comparison  was  also  made  at  the  end  of  each  month 
between  the  actual  man-hour  rate  for  that  month  and  a  quarterly  esti- 
mated man-hour  rate  computed  by  Mr.  Creer. 

No  summaries  of  costs  were  made  by  product  groups  or  sizes,  nor 
were  the  products  costs  compared  with  or  related  to  the  company's 
general  accounting  which  showed  actual  costs  for  the  business  as  a 
whole.  The  individual  job  cost  data  gave  management  the  only  informa- 
tion it  had  on  the  differences  in  gross  margin  between  product  groups. 
The  data  shown  in  Exhibit  2  were  compiled  from  company  records  by 
selecting  units  alleged  to  be  typical. 

Only  one  detailed  cost  study  on  clutches  had  been  made  during  the 

Exhibit  2 

Hinckley  Equipment  Company 

Cost,  Sale  Price,  and  Gross  Profit  on  Selected  Representative  Products,  1946 


Manufacturing  Cost 

Cylinder 

Pump 
(646  CT.) 

Screw  Pump 
(H.Q.  84- 
31  A) 

Air-Suction 

Pump 
(V.S.D.  8  X 
8  Plain) 

Clutch 

(#82) 

Distributor 
(1,000  Gals.) 

Material  

$  48.39 

$176.01 

$  58.47 

$  6.40 

$1,551.71 

Labor  and  burden*  

91.08 

391.26 

105.01 

8.51 

514.20 

Total  cost  

$139.47 

$567.27 

$163.48 

$14.91 

$2,065.91 

$244.94 

$626.40 

$420.00 

$15.25 

$3,613.41 

Gross  profit  

$105.47 

$  59.13 

$256.52 

$00.34 

$1,547.50 

Percentage  of  gross  profit  

43% 

9.4% 

60.9% 

2-0% 

42.8% 

*  Estimated 

Source:  Company  cost  department  files. 
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war  years.  If  Office  of  Price  Administration  controls  were  lifted, 
Mr.  Creer  thought  cost  studies  on  all  products  would  be  needed. 

Standard  times  for  manufacturing  operations  had  been  developed 
over  an  eighteen-year  period.  The  company  tried  to  keep  up-to-date 
standard  times  for  the  frequently  employed  machining  operations. 
Where  studies  had  not  been  completed  on  an  operation,  the  actual  job 
time  was  used  for  costing. 

The  company  had  previously  unsuccessfully  tried  a  bonus  wage  sys- 
tem; the  bonus  attempted  to  provide  an  incentive  to  achieve  better 
than  standard  times.  During  the  prosperous  periods  the  men  bettered 
the  standards;  during  the  depression  era,  however,  the  men  tended  to 
work  less  rapidly.  Mr.  Creer  contemplated  installing  a  new  wage  in- 
centive program  for  all  Hinckley  employees. 

RELATIONSHIPS  BETWEEN  PRESIDENT  AND  BOARD 

Mr.  Williamson,  chairman  of  the  board,  controlled  seven  of  the 
eleven  directors  of  the  Hinckley  company.  Mr.  Creer  considered  most 
of  the  Williamson  appointees  to  be  without  business  experience,  with 
the  exception  of  Mr.  Alan,  a  successful  gear  manufacturer. 

A  difference  in  viewpoint  on  the  payment  of  dividends  had  arisen 
between  Mr.  Creer  and  the  new  board  of  directors.  At  directors'  meet- 
ings Mr.  Creer  presented  evidence  showing  that  continued  dividend 
payments  were  inconsistent  with  the  financial  needs  of  the  company 
but  did  not  attempt  to  argue  with  the  directors  over  the  problem. 

Mr.  Williamson  seldom  visited  the  Hinckley  plant  but  did  communi- 
cate with  Mr.  Creer  frequently  over  the  phone  to  inquire  about  profits 
and  sales.  Mr.  Creer  submitted  to  the  board  of  directors  monthly  profit 
and  loss  statements  and  a  monthly  balance  sheet.  He  also  sent  a  daily 
statement  of  financial  condition,  sales,  and  shipments  to  the  chairman 
of  the  board. 

When  Mr.  Williamson  had  taken  control  of  the  board,  Mr.  Creer 
worked  out  a  mutual  arrangement  whereby  he  (Creer)  ran  the  com- 
pany at  the  operating  level  without  any  interference  from  the  new 
ownership  group.  Mr.  Creer  believed  this  arrangement  had  been  satis- 
factory. 

Mr.  Creer  arrived  at  the  plant  thirty  minutes  before  operations  for 
the  day  began.  He  personally  checked  all  incoming  mail  and  read  what 
he  deemed  important,  holding  some  for  his  personal  attention,  some 
for  discussion  with  the  department  heads  and  forwarding  the  rest  for 
action.  He  studied  the  daily  financial  statement.  After  dictating  neces- 
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Exhibit  5 

Hinckley  Equipment  Company 
Balance  Sheet  Items,  December  31  (In  Thousands) 


Assets 

mi  f. 

mm 
iyzy 

inn 

1933 

1935 

1936 

1937 

19 

$  18 

$  85 

$  84 

$  58 

$  30 

$  30 

$  86 

$• 

Accounts  and  Notes  Receivable  (Trade)  

....  236 

145 

43 

60 

45 

72 

96 

Accounts  Receivable  (Other)*  

Life  Insurance  (Cash  Value)f  

21 

6 

33 

38 

43 

46 

48 

Inventory  

....  654 

321 

298 

217 

231 

234 

268 

Total  Current  Assets  

$  929 

$  557 

$  458 

$  373 

$349 

$382 

$  498 

$4: 

T) 

ZoU 

zoy 

")AQ 
J-Hy 

Zjl 

11 A 
ZZ4 

ZlO 

2( 

Emergency  Plant  Facilities  

zuu 

1  ^1 
ljl 

03 

zy 

1 

....  JU_> 

Lyy 

zo_) 

Zjl 

ZjZ 

T\A 
Zj4 

ZOj 

z 

Prepayment,  Patents,  Developments  

....  1,503 

37 

30 

1  A 
14 

Q 
O 

4 

6 

Bond  Discount  and  Expense 

56 

30 

24 

18 

16 

12 

Postwar  Refund  of  Excess  Profits  Tax  

Preferred  Stock  Retirement  Fund  

Cash  and  Own  Bonds  Sinking  Fundt  

72 

31 

31 

31 

31 

28 

Total  Assets  

....$3,212 

$1,556 

$1,307 

$1,073 

$952 

$940 

$1,024 

$9: 

Liabilities 

....$  63 

$  68 

$  48 

$  19 

$  25 

$  24 

$  70 

$: 

Notes  Payable  (Bank  Loans)  

340 

68 

18 

18 

15 

Bonds  

30 

300 

191 

191 

191 

191 

183 

1: 

Reserve  for  Contingency  

Reserve  for  Retirement  of  Preferred  Stock 

Capital  Stock  and  Surplus  

....  2,779 

1,120 

1,068 

863 

718 

707 

756 

7; 

Total  Liabilities  

. . . .$3,212 

$1,556 

$1,307 

$1,073 

$952 

$940 

$1,024 

$9: 

*  Represents  termination  claims  filed  against  U.S.  Navy  and  prime  contractors;  federal  tax  adjustment;  renegotiation;  adjuf 
ment  due  to  acceleration  and  amortization  of  war  emergency  facilities. 

t  Insurance  on  life  of  W.  R.  Creer  until  1940.  Insurance  on  Frank  Creer,  1941-19 — . 
t  Sinking-fund  requirement  only  operated  when  profits  are  realized. 

§  Includes  amounts  owed  federal  government  for  income  taxes  for  years  1945  and  1946. 
||  Represents  a  90-day  note  to  a  Philadelphia  bank. 

had  recommended  extending  the  range  of  air-suction  pumps  now  manu- 
factured to  include  pumps  of  smaller  capacity.  Mr.  Creer  rejected  this 
proposal.  "Live  and  let  live,"  he  remarked.  "If  we  try  to  cut  in  on  our 
competitors'  business,  perhaps  they  will  try  to  manufacture  our  types 
of  pumps." 

Mr.  Creer  planned  to  expand  the  manufacture  of  bituminous  distrib- 
utors. Currently,  distributor  assembly  was  crowded  in  one  section  of  the 
shop.  The  company  had  purchased  land  adjacent  to  the  main  plant  and 
planned  to  erect  a  building  designed  specifically  for  distributor  assembly. 
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Exhibit  5 — Continued 

Hinckley  Equipment  Company 
Balance  Sheet  Items,  December  31  (In  Thousands) 

J  an. -May 


Assets 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

$  77 

q>  OO 

<C  m 
q>  92 

$  228 

$  123 

$  200 

Accounts  and  Notes  Receivable  (Trade).  .  . 

.  .  90 

128 

172 

237 

307 

334 

176 

190 

Accounts  Receivable  (Other/*  

143 

7 

Lire  Insurance  (Cash  Valuejy  

.  .  55 

OU 

1 

y 

ii 

13 

15 

15 

.  .  299 

355 

488 

755 

653 

519 

540 

621 

Total  Current  Assets  

$474 

$  620 

$  733 

$1,202 

$1,063 

$1,094 

$  997 

$1,033 

199 

191 

186 

178 

171 

169 

208 

208 

Emergency  Plant  Facilities  

71 

76 

107 

89 

Machinery  (Net)  

2 

34 

31 

17 

28 

36 

41 

44 

Equipment,  Patterns,  Drawings  (Net)  

287 

292 

301 

305 

307 

312 

314 

314 

Prepayment,  Patents,  Developments  

6 

9 

14 

13 

9 

9 

7 

7 

jBond  Discount  and  Expense  

6 

3 

Postwar  Refund  of  Excess  Profits  Tax  

19 

31 

62 

Preferred  Stock  Retirement  rund  

2 

12 

18 

18 

Cash  and  Own  Bonds  Sinking  FundJ  

..  8 

36 

$982 

$1,185 

$1,336 

$1,810 

$1,718 

$1,783 

$1,585 

$1,624 

Liabilities 

Accounts  Payable  

.  .$  57 

$  157 

$  235 

$  716 

$  611 

$  704 

$  397 

$  374§ 

vfotes  Payable  (Bank  Loans)  

..  15 

15 

100 

125|| 

125|| 

.  .  156 

147 

23 

23 

23 

23 

23 

23 

leserve  for  Retirement  of  Preferred  Stock . . 

2 

12 

18 

19 

Capital  Stock  and  Surplus  

..  754 

866 

978 

1,094 

1,082 

1,044 

1,022 

1,083 

$982 

$1,185 

$1,336 

$1,810 

$1,718 

$1,783 

$1,585 

$1,624 

i  — : 

Exhibit  6 

Hinckley  Equipment  Company 
Basic  Pump  Design 


Steam-Jacketed  Cam  and  Piston  Type 


Helical  Gear  Type 


BERKELEY  COMPANY 


In  early  1946  the  Berkeley  Company,  located  in  a  small  town  in 
upper  New  York  State,  was  producing  and  marketing  a  new  type  of 
civilian  product — vinyl  resin  coated  fabrics,  developed  during  World 
War  II  as  a  substitute  for  rubber  sheeting  and  rubber  coated  fabrics. 
The  new  product,  trade-marked  "Restex,"  was  similar  but  superior  to 
the  artificial  leather  and  other  coated  fabrics  which  the  company  had 
produced  and  sold  for  many  years.  Mr.  Smith,  the  company's  president, 
believed  that  the  many  new  and  improved  applications  for  Restex 
would  enable  the  company  to  obtain  large  and  profitable  sales  volumes. 

Prior  to  the  war  years  the  company's  objective  had  been  the  sale 
of  coated  fabrics  which  returned  high-profit  margins.  The  company 
had  purposely  avoided  highly  competitive  large-volume  markets  be- 
cause of  low  profits  in  that  type  of  business.  However,  its  wartime 
experience  had  suggested  to  Mr.  Smith  for  the  first  time  the  profit 
possibilities  and  advantages  of  large-volume  production.  In  1946,  there- 
fore, the  company  was  attempting  to  establish  itself  in  markets  with 
large-volume  potentials,  and  was  more  interested  in  over-all  profits  than 
in  the  profitability  of  individual  orders. 

Mr.  Smith,  president  and  sales  manager,  and  Mr.  Morrow,  vice-presi- 
dent and  treasurer,  both  in  their  late  forties,  owned  a  majority  of  the 
company's  common  stock  and  pretty  much  constituted  the  management. 
They  occupied  the  same  office  and  discussed  together  most  of  the  com- 
pany's major  problems;  and  they  almost  always  were  able  to  reach 
mutually  satisfactory  conclusions.  Reporting  to  Mr.  Smith  were 
Mr.  Greenleaf,  the  plant  manager,  and  Mr.  Norton,  head  of  the  chem- 
ical laboratory.  Mr.  Smith  also  supervised  the  company's  six  salesmen. 
Responsible  to  Mr.  Morrow  was  the  office  manager,  Mr.  Winslow,  who 
handled  accounting  and  supervised  the  office  force.  Mr.  Morrow  was 
also  responsible  for  procurement  matters.  A  chart  showing  the  com- 
pany's organization  plan  is  shown  in  Exhibit  1. 

EARLY  HISTORY 

The  Berkeley  Company  was  founded  in  1916  by  a  young  promoter 
who  envisioned  a  substantial  growth  in  the  then  ten-year-old  artificial 
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leather  industry  because  of:  (1)  the  enormous  demand  for  leather 
during  World  War  I;  ( 2 )  the  long-run  future  demands  for  leather  by 
the  rising  automobile  industry;  and  (3)  the  diminishing  supply  of 
natural  leather  due  to  the  declining  number  of  cattle.1  He  succeeded  in 
convincing  a  wealthy  manufacturer  of  the  soundness  of  his  beliefs  and 
obtained  from  him  a  substantial  investment.  The  promoter  was  not 

Exhibit  1 

Berkeley  Company 

Organization  Chart 


PRESIDENT 

MR.  SMITH 


SALES  MANAGER 

MR.  SMITH 


PLANT  MANAGER 

MR.  GREENLEAF 


LABORATORY 

MR.  NORTON 


VICE-PRESIDENT 
TREASURER 

MR.  MORROW 


PLANT  SUPERINTENDENT 

MR.  BAKER 


OFFICE  MANAGER 

MR.WINSLOW 


-    DYE  HOUSE 


-  PUT-UP 


—  COATING 


FINISHING 


sufficiently  well  grounded  in  the  fundamentals  of  chemistry  or  business 
administration,  however,  and  two  years  later  he  was  replaced  by 
Mr.  Jupp,  the  chief  chemist  of  another  artificial  leather  company. 
Mr.  Jupp  was  able  to  develop  products  adapted  to  the  company's  ma- 
chinery, and  sales  began  to  show  promise.  He  believed  the  company 
had  a  very  promising  future,  particularly  with  the  automobile  industry. 

1  "Since  1914,  the  cattle  industry  has  had  its  ups  and  downs,  with  no  outstanding 
change  of  a  permanent  character.  Cattle  breeding,  by  its  very  nature,  has  not  been  subject 
to  technological  innovations,  such  as  have  been  made  in  other  raw-material  industries. 
Substitutes  for  leather  have  been  introduced  here  and  there,  but  the  principal  use  of  cattle 
hides  is  in  the  shoe  industry,  and  leather  shoes  are  still  the  common  type  of  footwear.  No 
revolutionary  changes,  therefore,  seem  to  be  impending  in  the  hide  trade"  (Melvin  T. 
Copeland,  A  Raw  Commodity  Revolution  [Harvard  Business  School,  Division  of  Research, 
Business  Research  Studies,  No.  19]  [1938],  p.  19). 
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The  sharp  deflation  of  1921,  however,  caught  the  company  with  all 
its  working  capital  tied  up  in  high-cost  inventory.  Shortly  thereafter, 
Mr.  Jupp  returned  to  his  former  company  and  turned  the  management 
of  the  new  company  over  to  Mr.  Smith  whom  he  had  brought  with  him 
as  vice-president. 

The  original  investor  and  sole  stockholder  died  in  1924,  and  the 
company  was  recapitalized.  Mr.  Smith  purchased  about  35%  of  the 
new  common  stock,  and  the  remainder  was  privately  placed.  The  pro- 
ceeds of  the  common  stock  sale  plus  $500,000  of  7%  preferred  stock 
were  turned  over  to  the  estate  of  the  deceased.  In  1927  Mr.  Morrow 
left  the  valve  company  for  which  he  had  been  working  and  purchased 
a  block  of  20%  of  the  common  stock  of  the  Berkeley  Company,  which 
he  joined  as  vice-president.  By  1946,  besides  Mr.  Smith  and  Mr.  Mor- 
row, there  were  about  one  hundred  small  stockholders;  none  of  them 
took  any  active  part  in  the  company's  management. 

PRODUCTS 

The  company  in  1946  had  three  main  types  of  products:  ( 1 )  Restex, 
(2)  pyroxylin  coated  fabrics,  and  (3)  impregnated  paper,  referred  to 
as  "fiber"  artificial  leather.  The  coated  fabrics  (including  Restex)  ac- 
counted for  from  90%  to  95%  of  sales.  The  vinyl  resin  coated  fabrics 
had  been  developed  mainly  by  the  major  rubber  companies  in  co- 
operation with  the  chemical  industry  and  the  armed  forces  upon  the 
request  of  the  latter  for  a  waterproof  fabric  as  a  suitable  substitute  for 
rubber.  After  considerable  research  and  experimentation  it  was  found 
that  the  new  resin,  when  spread  into  or  upon  textiles  made  of  cotton, 
rayon,  nylon,  and  other  fibers,  produced  a  fabric  superior  to  artificial 
leathers  and  other  rubber  substitutes.  Specifically,  the  product  was 
water,  fire,  and  mildew  resistant,  was  flexible  over  wide  temperature 
ranges,  and  had  excellent  wearing  characteristics.  The  major  rubber 
companies  and  about  half  of  the  artificial  leather  manufacturers,  of 
which  the  Berkeley  Company  was  one,  undertook  production  of  vinyl 
resin  coated  fabrics  in  World  War  II  in  order  to  supply  the  large  quan- 
tities required  for  war  purposes. 

The  technical  knowledge  and  production  know-how  of  the  large 
companies  that  developed  the  product  were  pooled  and  made  freely 
available  throughout  the  industry  during  the  war  period.  Mr.  Smith 
said  the  Berkeley  Company  frequently  had  obtained  assistance  from 
these  companies  on  technical  production  problems. 

The  new  synthetic  resin  coated  fabric  had  many  wartime  uses — for 
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instance,  as  upholstery  for  vehicles,  winter  jackets,  life-raft  sails,  kapok 
life  jackets,  airplane  engine  covers,  and  hospital  sheetings.  An  unusual 
application  in  which  the  Berkeley  Company  played  an  important  part 
was  the  use  of  coated  glass  cloth  for  making  portable  drinking-water 
tanks  for  the  Army.  These  tanks  were  highly  serviceable  and  replaced 
canvas  tanks,  which  mildewed  and  rotted  rapidly.  Peacetime  applica- 
tions for  Restex  included  use  as  upholstery  materials,  shower  curtains, 
and  coverings  for  luggage  and  portable  cases. 

Until  the  war  period,  pyroxylin  coated  material,  commonly  called 
"artificial  leather,"  had  been  the  company's  principal  product.  By  the 
spring  of  1946,  it  accounted  for  30%  of  the  company's  sales  volume; 
most  of  the  balance  was  Restex.  Costing  25%  less  than  Restex,  py- 
roxylin fabrics  were  similar  in  appearance  but  considerably  less  durable. 
The  material  was  divided  into  two  categories — "light"  and  "heavy." 
Light  goods  were  those  in  which  appearance  was  more  important  than 
durability,  while  the  reverse  was  true  of  heavy  goods.  The  company 
had  in  the  past  always  concentrated  on  light  goods,  which  typically  were 
low-volume,  high-margin  products,  rather  than  on  heavy  goods  for 
which  there  was  a  high-volume  market  characterized,  however,  by 
severe  competition  and  low-profit  margins. 

The  fiber  artificial  leather,  used  principally  in  bookbinding,  was  de- 
veloped by  the  industry  after  1930.  It  was  different  from  coated  fabrics 
in  most  respects.  For  one  thing,  it  did  not  have  the  flexibility  or  wearing 
qualities  of  the  latter. 

Before  World  War  II  the  coated  fabric,  or  artificial  leather,  industry 
was  composed  of  about  twenty-two  small  companies,  of  which  the 
Berkeley  Company  was  one,  and  of  two  large  concerns — the  Atlas 
Powder  Company  and  a  subsidiary  of  duPont.  Mr.  Smith  believed  that 
the  Berkeley  Company's  costs  were,  for  most  items,  essentially  the  same 
as  those  of  the  larger  companies,  although  the  latter  had  some  spe- 
cialized equipment  enabling  them  to  produce  certain  heavy  goods  in 
large  volumes  cheaper  than  Berkeley.  During  the  war  period,  several 
large  rubber  companies,  such  as  Goodrich  Tire  &  Rubber  and  U.S.  Rub- 
ber (which  participated  in  developing  the  synthetic  vinyl  resin  prod- 
ucts ) ,  began  the  manufacture  of  coated  fabrics.  Several  of  these  com- 
panies built  plants  specifically  for  this  purpose.  Moreover,  in  Mr.  Smith's 
opinion,  one-half  of  the  small  companies  altered  their  facilities  to 
produce  both  pyroxylin  and  vinyl  resin  coated  materials. 

In  early  1946  the  company's  production  of  coated  fabrics  was  limited 
to  the  amount  of  cloth  that  could  be  obtained,  and  this  was  not  enough 
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to  satisfy  the  many  orders  and  requests  for  material.  The  company  met 
the  situation  by  attempting  to  supply  those  customers  which  it  was 
believed  would  have  a  substantial  and  continuing  demand  for  Berkeley 
products. 

SALES 

The  company's  sales  organization,  which  reported  to  Mr.  Smith,  con- 
sisted of  an  assistant  sales  manager  and  five  salesmen — two  in  New 
York,  one  in  Boston,  one  working  from  the  home  office,  and  one  in 
Chicago.  A  sales  agent  handled  Pacific  Coast  sales.  One  New  York 
salesman  specialized  in  sales  to  the  book  trade,  and  the  Boston  salesman 
handled  sales  to  the  shoe  industry.  The  rest  of  the  men  sold  the  entire 
line.  All  salesmen  received  a  5%  commission  plus  expenses,  with  a 
$3,000  annual  guarantee. 

Mr.  Smith  created  the  new  position  of  assistant  sales  manager  early 
in  1946  in  order  to  relieve  himself  of  many  routine  sales  matters;  he 
selected  Mr.  Norris,  the  youngest  salesman,  for  this  job.  Mr.  Norris,  a 
man  in  his  thirties,  had  been  with  the  company  for  ten  years,  and  he 
had  been  a  salesman  for  four  years  prior  to  1943,  when  he  had  gone 
into  the  Army.  After  he  became  Mr.  Smith's  assistant,  his  sales  territory 
and  accounts  were  turned  over  to  another  salesman.  Mr.  Smith  said 
that  Mr.  Norris  was  well  liked  by  the  salesmen,  all  of  whom  were  fifty 
years  of  age  or  more,  and  he  seemed  to  be  getting  along  with  them 
very  well.  As  assistant  sales  manager,  Mr.  Norris'  salary  was  consid- 
erably less  than  he  would  have  received  in  commissions  had  he  contin- 
ued as  a  salesman.  Mr.  Norris  took  this  financial  loss,  however,  in  order 
to  take  advantage  of  the  opportunity  to  work  into  the  company's  man- 
agement organization.  His  duties  consisted  of  handling  sales  correspond- 
ence, maintaining  the  customer  files,  keeping  salesmen  advised  of  impor- 
tant developments,  and  following  up  sales  matters  with  salesmen  and 
customers  for  Mr.  Smith. 

The  salesmen,  all  of  whom  had  been  with  the  company  many  years, 
were  familiar  not  only  with  product  lines  but  with  production  processes 
and  problems.  Mr.  Smith  considered  it  important  that  salesmen  have  an 
understanding  of  factory  operations  in  order  to  deal  intelligently  with 
customer  needs.  All  but  one  salesman  had  actually  worked  in  the  plant. 
Mr.  Smith  or  Mr.  Norris  talked  with  each  salesman  personally  or  on 
the  telephone  once  or  twice  weekly  to  keep  in  close  touch  with  his 
activities.  And  Mr.  Smith  made  a  trip  each  year  to  visit  them  and  their 
territories. 
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According  to  Mr.  Smith,  the  company's  wartime  sales  activities  had 
been  quite  different  from  its  previous  methods  of  selling.  One  salesman 
was  located  in  Washington,  D.C.,  where  he  obtained  information  for 
Mr.  Smith  concerning  Army  and  Navy  prime  contracts  utilizing  coated 
fabrics.  Mr.  Smith  then  advised  the  salesmen  in  prime  contractors'  ter- 
ritories of  the  existence  of  any  prime  contracts,  and  the  salesmen  at- 
tempted to  obtain  subcontracts  for  Berkeley  products.  Sufficient  sub- 
contracts were  obtained  to  enable  the  company  to  maintain  virtual 
capacity  production  during  the  war.  Typically,  the  wartime  customers 
were  new  customers  for  the  company  and  were  new  users  of  coated 
fabrics.  Hence,  it  was  an  important  responsibility  of  salesmen  during 
this  period  to  educate  customers  in  the  use  of  coated  fabrics.  Some 
salesmen  called  on  and  maintained  relations  with  former  customers, 
but  there  was  no  general  effort  made  to  have  them  do  so. 

Salesmen's  compensation  during  the  war  was  a  matter  of  negotiation 
between  individual  salesmen  and  Mr.  Smith.  Mr.  Smith  decided  in  early 
1942  that  payment  of  straight  commissions  would  have  to  be  discon- 
tinued in  view  of  the  large  orders  being  received.  This  business  was 
subject  to  price  renegotiation  by  the  government;  and,  since  only 
limited  sales  expenses  were  allowed  under  renegotiation,  it  was  neces- 
sary that  salesmen's  compensation  be  kept  within  reasonable  limits. 
Therefore,  as  contracts  were  completed  and  payments  received, 
Mr.  Smith  and  the  salesman  concerned  would  determine  what,  in  their 
minds,  constituted  fair  compensation  for  the  salesmen's  efforts.  Mr. 
Smith  said  that,  although  he  tried  to  keep  salesmen's  incomes  reason- 
ably close  to  their  prewar  incomes,  they  actually  realized  substantial 
increases  during  those  years.  Immediately  after  V-J  Day,  the  5  %  com- 
mission-! 3, 000  annual  guarantee  was  again  put  into  effect. 

In  early  1946,  salesmen  were,  for  the  most  part,  accepting  orders 
from  customers  selected  by  Mr.  Smith.  When  fabrics  were  obtained, 
Mr.  Smith  decided  which  products  would  be  made  and  advised  the 
salesmen.  He  then  instructed  salesmen  to  furnish  him  lists  of  the 
customers  to  whom  the  material  could  be  sold  and  from  these  lists  he 
selected  those  customers  who,  in  his  opinion,  represented  the  best  po- 
tential markets  for  the  future.  He  advised  the  salesmen  of  his  selections, 
telling  them  to  close  the  orders  as  quickly  as  possible.  Salesmen  some- 
times objected  to  this  procedure  because  it  interfered  with  their  control 
over  sales.  For  example,  they  sometimes  were  unable  to  supply  cus- 
tomers to  whom  they  had  promised  delivery.  Nevertheless,  Mr.  Smith 
considered  the  selection  of  customers  a  very  important  matter  because 
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of  its  implications  for  the  company's  future  markets.  He  tried  to  obtain 
such  customers  as  large  mail-order  houses,  department  stores,  large 
furniture  manufacturing  companies,  and  the  like.  The  mail-order  houses 
and  department  stores  sold  the  coated  fabrics  by  the  yard;  manufacturers 
used  the  material  in  their  products.  These  products  included  baby  car- 
riages, furniture  upholstery,  shower-curtain  material,  and  coverings  for 
cases  for  portable  typewriters,  portable  radios,  silverware,  and  electric 
razors.  In  selecting  customers,  Mr.  Smith  attempted  to  obtain  a  large 
number  in  a  variety  of  industries  and  retail  outlets.  In  the  spring  of 
1946,  it  was  impossible  for  the  company  to  supply  sufficient  goods  to 
fill  each  customer's  total  requirements.  Nevertheless  Mr.  Smith  hoped 
that,  by  establishing  the  company  as  a  supplier  to  a  large  number  of 
diversified  users,  he  could  retain  a  substantial  sales  volume  in  the  fu- 
ture when  he  envisioned  sharper  competition. 

The  number  and  character  of  the  company's  customers  in  1946 
differed  significantly  from  their  prewar  customers.  In  1940  the  com- 
pany had  600  active  customers  whose  annual  purchases  ranged  from 
$100  to  about  $35,000.  By  early  1946  there  were  150  active  customers; 
they  were  purchasing  at  an  annual  rate  ranging  from  $10,000  to  $150,- 
000.  Of  these  150  customers,  about  half  were  large  prewar  customers; 
the  balance  had  been  acquired  during  late  1945  and  early  1946. 
Mr.  Smith  was  not  certain  where  many  of  the  customers  formerly, 
but  not  now,  served  by  the  Berkeley  Company  were  obtaining  material. 
He  said  that  in  the  past  it  had  been  the  practice  of  many  to  place  their 
business  with  three  or  four  manufacturers.  By  1946  he  thought  that 
they  might  be  placing  their  business  with  a  single  supplier,  in  so  far 
as  that  was  possible.  At  any  rate,  the  Berkeley  Company  was  not  at- 
tempting to  serve  the  needs  of  a  large  number  of  its  former  smaller 
customers. 

Before  the  war,  the  obtaining  of  an  order  had  depended  to  a  large 
degree  upon  the  company's  ability  to  meet  closely  a  customer's  specific 
needs  at  a  satisfactory  and  competitive  price.  Salesmen  had  worked 
closely  with  customers  on  matters  of  product  specifications  such  as  color, 
finish,  and  durability.  Often  when  a  customer  was  making  up  a  product 
line,  a  salesman  had  worked  several  days  with  a  make-up  man  or 
designer  determining  the  various  fabrics  needed  in  the  line.  In  addition, 
the  company  frequently  had  furnished  customers  with  actual  samples  to 
see  and  test  before  receiving  orders.  Customers  typically  had  placed 
small  orders,  repeating  them  frequently  and  requiring  deliveries  within 
ten  days. 
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As  a  result  of  the  war,  the  whole  basis  of  getting  business  had 
changed  radically,  as  has  already  been  noted.  For  one  thing,  by  1946 
prices  of  all  coated  fabrics  were  standardized  under  OPA  ceilings  and 
virtually  all  merchandise  was  sold  at  these  ceiling  levels.  Mr.  Smith 
believed,  however,  that  when  materials  became  more  plentiful  and 
when  ceiling  prices  were  discontinued,  price  competition  would  again 
become  important  as  it  was  formerly.  Before  World  War  II,  price  lists 
of  the  various  producers  had  been  virtually  the  same;  and  whenever 
one  firm  had  changed  prices,  the  industry  usually  followed.  The  Berke- 
ley Company's  prices  on  specific  orders,  however,  had  not  always  fol- 
lowed the  list  prices.  Not  uncommonly,  there  was  considerable  bar- 
gaining before  agreements  on  prices  were  reached.  These  negotiations 
were  always  done  by,  or  at  the  specific  direction  of,  Mr.  Smith,  who  told 
salesmen  what  initial  prices  to  quote  and  what  subsequent  adjustments 
to  make  until  the  order  was  closed. 

Before  the  war  the  company  had  placed  considerable  emphasis  on 
design,  color,  and  finish  to  meet  the  needs  of  individual  customers. 
Consequently,  Mr.  Smith  and  the  salesmen  had  always  been  alert  for 
new  ideas,  often  obtained  from  other  firms  in  the  trade  and  from  designs 
drawn  up  by  customers.  Some  new  products  were  developed  in  this 
way  and  were  added  to  the  company's  line.  By  1946,  however,  when 
production  was  limited  by  scarcity  of  materials,  product  design  was  not 
of  great  importance.  For  example,  customers  would  take  material  of 
almost  any  color,  whereas,  prior  to  the  war  they  would  not,  and  so  the 
ability  to  meet  color  specifications  had  been  very  important.  Indeed,  a 
customer  might  reject  a  shipment  if  it  did  not  match  the  sample  closely. 
The  reduced  emphasis  on  color  during  the  war,  and  immediately  there- 
after, had  led  to  the  virtual  closing-down  of  the  company's  color  depart- 
ment which  formerly  had  developed  and  controlled  formulas  for  an 
almost  infinite  variety  of  colors.  Key  employees  of  this  department, 
who  were  regarded  as  being  highly  skilled,  were  kept  with  the  company 
during  the  war  period,  however;  so  no  important  difficulties  were 
being  experienced  in  re-establishing  the  work  of  the  department. 

The  company's  advertising  policies,  under  Mr.  Smith,  underwent 
some  change  after  1942,  when  he  engaged  an  advertising  agency.  Be- 
fore the  war,  advertising  had  consisted  mainly  of  direct-mail  sales  litera- 
ture. A  new  approach  was  undertaken  by  the  agency,  however,  which 
prepared  and  issued  news  releases  and  short  articles  about  the  company 
and  its  products.  These  were  published  in  a  variety  of  trade  journals 
and  newspapers.  Mr.  Smith  said  results  of  this  advertising  had  been 
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remarkable,  and  the  company  was  virtually  snowed  under  with  requests 
for  information  and  orders  whenever  a  good  article  or  statement  was 
published.  He  added  that  inquiries  had  been  received  from  as  far  away 
as  Australia.  While  in  1946  the  company  could  not  fill  all  orders  re- 
ceived from  this  advertising,  Mr.  Smith  believed  that  the  program  was 
gaining  increasing  recognition  for  the  Berkeley  Company  and  its 
products. 

CHANGING  MARKET  OBJECTIVES 

As  was  suggested  earlier,  the  company's  new  postwar  market  objec- 
tive was  to  emphasize  large  unit  orders  and  a  large  volume  of  sales, 
rather  than  to  concentrate  on  the  sale  of  high-margin  business  which 
typically  had  been  made  up  of  small  orders. 

This  objective  was  chosen  as  a  result  of  considerable  thought  by  both 
Mr.  Smith  and  Mr.  Morrow.  Smith  stated  that  two  or  three  times  during 
the  company's  history  some  very  fundamental  changes  had  been  made 
in  market  objectives.  On  the  whole,  he  believed,  they  had  turned  out 
well.  One  early  decision  had  concerned  the  sale  of  artificial  leather  to 
the  automobile  industry,  which  in  1928  was  one  of  the  major  markets 
for  the  product.  At  that  time  an  automobile  required  an  average  of 
twenty-four  square  yards  of  artificial  leather,  and  approximately  one- 
fourth  of  the  Berkeley  Company's  sales  were  being  made  to  the  auto- 
mobile industry.  This  percentage,  however,  had  decreased  substantially 
in  the  years  immediately  preceding  1928,  so  Mr.  Smith,  after  conducting 
an  investigation  into  the  causes  of  this  decline,  had  decided  to  withdraw 
from  the  automobile  market  altogether.  It  had  been  his  opinion  that 
the  automobile  industry  would  narrow  down  to  three  major  companies. 
Of  these  three,  General  Motors  was  affiliated  with  duPont,  the  largest 
producer  of  artificial  leather  in  the  country;  Ford  had  begun  production 
of  its  own  artificial  leather;  and  Chrysler,  Mr.  Smith  believed,  would 
become  the  object  of  such  intense  competition  that  profits  on  its  artificial 
leather  business  would  be  negligible.  Furthermore,  Mr.  Smith  had 
thought  that  automobiles  would  require  increasingly  less  artificial 
leather  because  of  the  growing  popularity  of  the  closed  car.  Another 
factor  he  had  considered  was  the  fact  that  one  competitor  had  built  a 
large  plant  near  Detroit  in  1928  to  cater  exclusively  to  the  automobile 
trade. 

By  1930  the  company  had  withdrawn  from  any  aggressive  pursuit 
of  the  automobile  business,  and  its  automobile  industry  salesman  had 
been  released.  Mr.  Smith  felt  that  events  had  fully  justified  this  de- 
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cision,  inasmuch  as  the  competition  for  the  automobile  industry  business 
thereafter  had  squeezed  margins  to  the  vanishing  point. 

In  1930  Mr.  Smith  decided  to  concentrate  the  company's  efforts  upon 
high-margin,  low-volume  goods.  He  believed  that  much  of  the  high- 
volume  artificial  leather,  most  of  which  was  in  the  heavy  category,  was 
being  produced  at  a  loss  or  at  a  profit  so  small  it  did  not  warrant  serious 
attempts  to  obtain  the  business.  At  that  time,  the  company's  gross 
margin  was  16%  to  17%  on  heavy  products  and  28%  to  30%  on 
light  products. 

Some  of  the  high-volume  business  seemed  to  seek  the  two  large 
companies.  For  example,  a  large  producer  of  surgical  tape  began  to 
coat  it  with  a  waterproof  substance  which  resulted  in  an  off-white  color. 
Another  tape  producer  approached  a  large  artificial  leather  company 
which  was  able  to  produce  a  waterproof  and  pure  white  tape  by  using 
pyroxylin.  Mr.  Smith  believed  that  any  of  the  artificial  leather  com- 
panies— large  or  small — could  have  solved  the  problem,  but  the  large 
company  had  a  presumption  in  its  favor,  as  it  was  a  subsidiary  of  a  big 
chemical  company  known  to  be  capable  of  handling  the  volume  which 
would  result  from  a  successful  solution.  Sometimes,  however,  the 
competitive  situation  opened  up  opportunities  for  the  smaller  com- 
panies. One  of  the  large  companies  contracted  with  a  big  variety  chain 
entering  the  stationery  field  to  produce  all  the  artificial  leather  for  the 
articles  incidental  to  this  business.  Immediately  all  the  smaller  inde- 
pendent stationers  transferred  their  trade  to  other  companies. 

One  of  the  first  steps  in  Mr.  Smith's  program  of  emphasizing  high- 
margin  products  in  1930  had  been  to  develop  the  shoe  market.  Artificial 
leather  was  used  in  making  uppers  for  women's  shoes  and  for  quarter 
linings,  heel  pads,  box  toes,  and  parts  of  the  insoles  of  men's  and 
women's  shoes.  The  company  had  been  doing  experimental  work  only, 
when,  in  early  1931,  a  man  experienced  in  selling  to  the  shoe  trade 
called  on  the  Berkeley  Company  seeking  a  new  connection.  He  knew 
of  a  company  which  was  being  liquidated  that  produced  artificial  leather 
for  the  shoe  trade.  Mr.  Smith  investigated  and  in  the  spring  of  1931 
purchased  the  liquidated  company's  artificial  leather  equipment  and 
formulas.  The  salesman  was  hired  and  immediately  started  developing 
the  liquidated  company's  accounts.  Sales  to  the  shoe  industry  increased 
steadily  until  before  World  War  II,  when  they  totaled  almost  700,000 
yards  a  year.  In  1946,  sales  were  continuing  at  approximately  this  same 
rate. 

From  its  earliest  days  the  Berkeley  Company  had  sold  a  small  amount 
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to  the  book  publishing  trade.  The  enormous  demand  for  real  leather 
during  World  War  I  had  caused  a  shift  to  artificial  leather  for  book- 
binding, as  well  as  for  many  other  products  of  less  significance.  In  most 
of  these  new  markets,  it  had  remained  permanently  entrenched.  Orig- 
inally the  company  sold  its  bookbinding  line  outright  to  a  New  York 
jobber.  However,  the  volume  taken  by  the  jobber  fell  from  430,000 
yards  in  1929  to  330,000  in  1930  and  to  170,000  yards  in  1931.  This 
business  had  been  very  lucrative  in  the  late  twenties,  and  Mr.  Smith 
was  dissatisfied  with  the  way  the  jobber  was  handling  it  in  the  1930's. 
Certain  customers  had  been  antagonized  by  his  failure  to  analyze  their 
needs  properly  and  by  his  ignoring  of  complaints.  Mr.  Smith  believed 
these  difficulties  could  be  rectified  by  greater  control  over  the  selling. 
Moreover,  he  had  completed  developmental  work  on  fiber  leather  in 
early  1932.  At  that  time  a  book  trade  salesman  was  hired  by  the  com- 
pany. No  new  manufacturing  equipment  was  needed.  In  1932,  353,000 
yards  of  bookbinding  (fiber  and  regular)  were  sold;  and  before  World 
War  II,  sales  approached  1,000,000  yards  yearly. 

Mr.  Smith  had  continued  through  1941  his  policy  of  emphasizing 
high-margin  products,  both  in  developmental  and  sales  work.  An  an- 
ticipated gross  margin  above  a  minimum  of  23%  had  been  considered 
necessary  before  undertaking  production  of  a  new  product.  The  average 
gross  margin  for  all  products  before  the  war  had  been  29%.  In  1946 
the  average  margin  had  dropped  to  25%.  Mr.  Smith,  however,  was 
not  concerned  about  that,  inasmuch  as  the  size  of  the  average  order  had 
increased  from  350  yards  to  approximately  3,500  yards.  At  that  time 
the  company  was  not  accepting  or  scheduling  any  orders  of  less  than 
1,000  yards  (approximately  one-half  a  day's  run  for  a  coating  machine 
applying  the  average  of  five  coatings ) ,  although  before  the  war  mini- 
mum orders  of  sixty  yards  had  been  accepted.  This  change  in  practice 
resulted  from  the  company's  wartime  experience  which  had  impressed 
Mr.  Smith  with  the  apparent  desirability  of  long  production  runs.  He 
believed  that  even  with  lower  margins  they  would  produce  higher 
profits  than  would  short  runs  of  high-margin  business.  As  far  as  small 
orders,  such  as  had  characterized  the  company's  prewar  business,  were 
concerned,  Mr.  Smith  thought  he  might  sometime  in  the  future  attempt 
to  take  care  of  them  by  carrying  some  goods  in  inventory  from  which 
deliveries  to  customers  could  be  made.  The  many  combinations  of 
colors,  weights,  finishes,  and  fabrics  involved  in  manufacturing  for 
stock,  however,  made  such  a  plan  difficult,  and  Mr.  Smith  said  that  he 
would  not  attempt  to  do  it  so  long  as  large  unit  orders  were  available. 
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PRODUCTION 

Production  was  nominally  the  responsibility  of  the  plant  manager, 
Mr.  Greenleaf,  a  chemical  engineer  who  had  been  with  the  company 
for  nearly  thirty  years.  He  spent  most  of  his  time  on  technical  problems 
related  to  the  company's  equipment  and  chemical  processes.  For  ex- 
ample, he  designed  production  machinery,  and  he  planned  and  super- 
vised new  installations  of  process  equipment.  Under  Mr.  Greenleaf  was 
the  plant  superintendent,  Mr.  Baker.  He  scheduled  and  followed  all 
orders  through  the  plant  and  was  responsible  for  all  personnel  matters. 
Since  Mr.  Greenleaf  was  not  concerned  with  day-to-day  production 
problems,  Mr.  Smith  worked  directly  and  closely  with  Mr.  Baker  on 
any  problems  he  might  have.  Mr.  Smith  considered  Mr.  Baker  well 
suited  for  his  job,  inasmuch  as  he  had  come  up  through  the  plant  as  a 
worker  and  foreman  and  was  intimately  familiar  with  all  plant  opera- 
tions. 

The  plant  was  divided  into  four  departments:  the  dye  house;  put-up; 
coating;  and  finishing.  Material  to  be  coated  was  first  bleached,  dyed  in 
the  dyehouse,  and  then  transferred  to  the  put-up  department,  where  it 
was  placed  on  tenter  machines  which  stretched  the  cloth  to  counteract 
the  shrinkage  caused  by  dyeing.  The  cloth  was  then  run  through 
calenders  to  dry  and  smooth  it  prior  to  coating.  The  resin,  or  pyroxylin, 
together  with  color  pigments  and  other  chemicals  making  up  the  coat- 
ing substance  (called  "dope"),  was  applied  in  several  layers  by  the 
coating  machines,  the  number  depending  on  the  desired  characteristics 
of  the  final  product.  As  many  as  nine  coats  could  be  administered.  In 
the  finishing  operation,  a  grain  or  finish  could  be  stamped  or  rolled  on 
the  material  by  embossing  machines. 

Of  the  four  production  departments,  coating  was  the  largest  and 
most  important.  It  was  necessary  for  ingredients  of  the  dope  to  be 
prepared  under  closely  controlled  conditions.  Pyroxylin  was  more  easily 
prepared  for  coating  than  vinyl  resin.  Resin  required  heating  and  mix- 
ing in  more  carefully  controlled  concentrations  of  solvents  and  other 
chemicals.  To  mix  and  prepare  the  vinyl  resin,  some  new  equipment 
had  been  purchased.  In  the  company's  earliest  experience  in  handling 
resins,  it  received  significant  technical  assistance  from  more  experienced 
companies  in  the  industry.  Indeed,  it  was  Mr.  Smith's  opinion  that  the 
Army  Quartermaster  Corps  had  performed  an  outstanding  service  in 
this  regard  by  making  such  experience  available  to  all  producers. 

In  the  coating  machines  (see  Ex.  2)  the  cloth  was  run  between  a 
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roller  and  a  "knife,"  in  front  of  which  was  the  vinyl  resin  or  pyroxylin 
dope.  As  the  fabric  passed  beneath  the  knife,  excess  dope  was  scraped 
off.  After  being  coated,  the  fabric  passed  through  an  oven  in  which  the 
dope  dried,  and  the  solvent  was  drawn  off  for  reclamation.  There  was 
no  difference  in  the  coating  operation  between  vinyl  resin  and  pyroxylin, 
and  each  of  the  company's  ten  machines  could  apply  either  type  of 
coating.  These  machines  had  all  been  designed  by  Mr.  Greenleaf  and 
built  under  his  direction.  They  were  similar  in  all  important  respects 
to  those  of  all  coated  fabric  manufacturers,  except  those  of  the  large 
rubber  companies.  The  latter,  according  to  Mr.  Smith,  used  rubber 

Exhibit  2 

Diagram  of  Coating  Machine 


calenders  which  applied  coatings  without  the  use  of  solvents.  There 
were,  however,  no  major  differences  in  costs  between  the  two  processes 
for  ordinary  coatings,  as  far  as  Mr.  Smith  knew.  It  was  his  belief  that 
on  light  goods  the  methods  employed  by  the  Berkeley  Company  were 
cheaper,  while  on  the  heavier  goods  he  guessed  that  the  rubber  com- 
panies had  some  advantages. 

In  April,  1946,  the  Berkeley  Company  placed  in  operation  a  new 
coating  machine  which  was  superior  to  the  company's  other  nine  ma- 
chines. It  could  handle  1,000  yards  of  fabric  at  once,  without  change, 
whereas  the  other  machines  were  limited  to  500  yards.  It  also  had  some 
other  features  that  made  it  more  desirable.  After  the  new  machine  had 
operated  for  a  few  weeks,  Mr.  Smith  decided  to  build  and  install  a 
second  machine  of  the  same  design. 

For  each  order  the  company's  laboratory  specified  the  formula  of  the 
dope  to  be  used,  the  number  of  coats  to  be  applied,  the  speed  with 
which  the  cloth  was  to  be  run  through  the  machine,  the  knife  to  use 
(which  determined  the  thickness  of  the  coat),  and  the  amount  of  coat- 
ing material  that  should  be  used.  Once  a  machine  was  set  up,  it  could 
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run  500  or  1,000  yards  of  material,  depending  on  the  machine  used. 
Upon  completion  of  each  run  the  roll  of  cloth  had  to  be  started  through 
the  machine  again  for  subsequent  coats.  For  cost  purposes,  the  standard 
time  for  a  change  was  figured  as  ten  minutes.  When  a  new  dope  or 
coating  was  to  be  applied,  the  machine  had  to  be  cleaned,  new  dope 
applied,  and  the  new  fabric  placed  in  the  machine.  Standard  time  for 
this  change  also  was  ten  minutes;  but  according  to  Mr.  Smith,  substan- 
tially more  time  was  actually  required  for  this  latter  change. 

Exhibit  3 

Berkeley  Company 

Productive  and  Nonproductive  Times  for 
1,000-Yard  Runs  and  100-Yard  Runs 


Production  Time 

Operation 

1,000-Yard  Run 

100-Yard  Run 

(in  Minutes) 

(in  Minutes) 

1.  Set  up  

10 

10 

2.  Run — first  coat  

50 

5 

3.  Change  

10 

10 

4.  Run — second  coat  

50 

5 

5.  Change  

10 

10 

6.  Run — third  coat  

100 

10 

7.  Change  

10 

10 

8.  Run — fourth  coat  

100 

10 

Total  time  

340 

70 

Productive  time  

300 

30 

Change  time  

40 

40 

Percentage  of  productive  time  to  total 

time  

88% 

43% 

ECONOMIES  OF  VOLUME  PRODUCTION 

To  support  his  belief  in  the  economies  of  long  runs,  Mr.  Smith  gave 
typical  examples  of  times  involved  in  applying  the  same  coating  on 
1,000  yards  and  on  100  yards  of  material.  In  each  instance  four  coats 
were  applied — two  at  the  rate  of  20  yards  per  minute,  and  two  at  10 
yards  per  minute.  Exhibit  3  shows  times  required  on  the  coating  ma- 
chines. 

The  above  example  held  true  with  the  new  1,000-yard  machine. 
Using  the  500-yard  machines,  changes  would  have  to  be  made  more 
frequently,  thereby  lowering  the  percentage  of  productive  time.  Never- 
theless, it  was  clear  in  Mr.  Smith's  mind  that  the  longer  runs  resulted 
in  important  production  economies. 
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The  company's  method  of  costing  orders  did  not,  according  to 
Mr.  Smith,  always  give  a  realistic  picture  of  actual  or  relative  costs  of 
either  short  or  long  runs.  As  shown  in  Exhibit  4,  orders  were  broken 
down  to  show  costs  per  yard.  These  were  calculated  by  using  actual 
material  costs  and  standard  labor  and  machine  costs  for  all  important 
operations.  For  example,  the  standard  cost  per  yard  for  coating  which 

Exhibit  4 

Berkeley  Company 
Cost  Breakdown  per  Yard— Typical  Order,  Vinyl  Resin-Coated  Fabric 
(Figured  on  Basis  of  Company's  Standard  Cost  Formulas) 


Breakdown : 

Cloth   $0.3500 

Dope   0.4209 

Dye   0.0151* 

Freight-in   0.0101 

Tenter   0.0023f 

Coating   0.06171" 

Finishing   0.0340f 

Handling   0.0364 

Total  manufacturing  cost   $0.9305 

Selling  price   1 .25001 

Margin   $0.3195 


*  Includes  labor,  materials,  and  overhead  in  dye  house. 

t  Includes  direct  labor  and  overhead. 

%  The  selling  price  of  1.2500  on  this  order  is  not  an  average 
price  for  the  company's  materials.  It  is  only  the  selling  price 
on  this  single  order,  drawn  at  random  from  the  company's 
files. 

was  applied  to  all  orders  reflected  direct  labor  for  the  coating  machines, 
machine  time,  and  costs  of  mixing  and  preparing  the  coating  materials. 
Hence,  these  figures,  used  to  cost  orders,  did  not  reflect  actual  cost 
differences  of  runs  of  different  lengths.  Mr.  Smith  said  he  was  able  to 
judge  the  relative  costs  of  short  or  long  runs  without  having  to  make 
such  a  cost  analysis.  He  added  that  behind  his  judgment  was  his  knowl- 
edge that  when  the  company  operated  at  low-production  levels  there 
had  been  a  substantial  amount  of  unabsorbed  burden.  By  operating  at 
relatively  full  production  with  resulting  overabsorption  of  burden,  it 
was  obvious  to  him  that  operations  would  be  more  profitable.  Upon 
these  facts,  Mr.  Smith  and  Mr.  Morrow  had  decided  to  emphasize  large- 
volume  production  based  on  long  runs. 

PERSONNEL 

There  were  100  employees  in  the  various  production  departments; 
40  were  in  the  coating  department.  Each  department  was  headed  by  a 
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foreman  responsible  to  Mr.  Baker.  Foremen  of  the  dye  house,  put-up, 
and  finishing  departments  were  "working  foremen,"  while  the  foreman 
of  the  coating  department  was  solely  a  supervisor.  During  the  war 
period  the  company  employed  20  women  in  the  plant;  the  total  work 
force,  however,  decreased  from  100  to  80.  High-volume  operations 
were  maintained  with  the  reduced  work  force  by  the  installation  of 
materials-handling  equipment,  such  as  monorail  conveyors  and  hoists 
which  reduced  physical  handling  of  material.  The  employment  of 
women  in  the  factory  also  made  the  installation  of  such  equipment 
desirable.  After  V-J  Day,  30  of  the  company's  former  employees  who 
had  joined  the  armed  forces  returned,  and  many  of  the  women  workers 
and  other  temporary  employees  stopped  work,  thus  bringing  the  work 
force  back  to  a  peacetime  level  of  100.  The  return  of  former  servicemen 
had,  according  to  Mr.  Smith,  greatly  added  to  the  morale  of  all  em- 
ployees. 

Wage  rates  had  been  increased  50%  during  the  war  years;  and  while 
the  company  was  operating  at  capacity,  take-home  pay  had  increased 
90%  over  1940.  Furthermore,  the  company  had  initiated  payments  of 
year-end  and  vacation  bonuses.  The  year-end  bonus,  approximating 
10%  of  annual  pay  in  1945,  was  viewed  by  Mr.  Smith  as  participation 
by  the  employees  in  the  company's  profits.  While  he  did  not  directly 
link  the  bonus  to  profits,  Mr.  Smith  did  attempt  to  impress  employees 
with  the  notion  that  the  bonus  was  given  because  the  company  had 
had  a  "good  year." 

Of  the  100  plant  employees,  approximately  50  formed  a  stable 
nucleus  which  had  been  with  the  company  for  ten  or  more  years. 
Mr.  Smith  made  a  conscious  effort  to  become  acquainted  with  as  many 
employees  as  possible.  During  his  frequent  walks  through  the  plant  he 
stopped  and  talked  with  new  employees,  calling  them  by  name.  None 
of  the  several  companies  in  the  small  town  in  which  the  Berkeley  Com- 
pany was  located  was  unionized,  although  industries  in  all  the  nearby 
cities  were  unionized.  Union  organizers  had  once  attempted  to  organize 
Berkeley  Company  employees,  but  they  did  not  receive  a  favorable 
response. 

LABORATORY 

The  company's  chemical  laboratory  had  been  expanded  both  in  per- 
sonnel and  facilities  during  the  war  years.  Mr.  Smith  said  that  many 
problems  related  to  handling  vinyl  resin  and  meeting  government 
specifications  had  required  increased  emphasis  on  this  phase  of  the 
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company's  business.  The  laboratory  performed  the  following  functions: 
( 1 )  it  specified  coating  formulas  and  setups  on  the  coating  machines  for 
each  order;  ( 2 )  it  controlled  the  chemical  processes  for  preparing  coat- 
ing materials  and  for  reclaiming  solvents;  (3)  it  performed  tests  on 
final  products  to  insure  adherence  to  specifications;  and  (4)  it  conducted 
research  to  improve  coating  materials  and  production  methods. 

Testing  final  products  was  a  new  function  undertaken  during  the 
war  because  of  the  necessity  of  meeting  rigid  government  specifications, 
both  as  to  composition  and  performance  characteristics.  Standards  were 
all  expressed  in  precise  scientific  or  engineering  terms,  which  was  an 
innovation  for  the  coated  fabrics  industry.  Mr.  Smith  believed  the  in- 
dustry would  never  return  to  the  more-or-less  "hit-or-miss"  methods  of 
expressing  specifications  that  were  typical  before  the  war;  and  he 
thought  there  would  be  continued  emphasis  on  exact  specifications  and 
performance  requirements  by  civilian  buyers  and  users  of  coated  fabrics. 

In  April,  1946,  the  laboratory's  testing  work  consisted  of  testing 
samples  for  resistance  to  abrasion  and  tearing,  for  strength,  for  ability 
to  withstand  ultraviolet  light,  to  learn  the  temperature  range  over 
which  the  material  was  usable,  the  water  pressure  it  would  withstand 
before  breaking,  and  the  number  of  folds  it  would  withstand  before 
the  coating  cracked.  These  tests  were  performed  on  every  lot  of  vinyl 
resin  coated  material,  and  spot  checks  were  made  of  the  pyroxylin  coated 
products.  Restex  was  subject  to  100%  inspection  because  of  the  varia- 
tions found  in  the  final  products  which,  according  to  Mr.  Smith,  were 
not  wholly  explainable.  Essentially  the  same  production  processes  some- 
times yielded  materials  with  widely  different  characteristics  so  the  lab- 
oratory checked  samples  to  make  sure  that  specifications  were  being 
met  and  to  try  to  determine  reasons  for  either  exceptionally  good  or 
poor  results.  It  was  rarely  necessary  to  reprocess  a  lot  because  of  failure 
to  meet  specifications.  In  instances  of  minor  deviations  from  specifica- 
tions, the  customers  were  usually  willing  to  accept  the  material  with  a 
price  adjustment. 

The  laboratory's  research  efforts  were  largely  devoted  to  experiment- 
ing with  different  coating  formulas  in  an  attempt  to  refine  and  improve 
them.  This  work,  Mr.  Smith  stated,  had  to  be  done  almost  exclusively 
on  a  trial-and-error  basis.  For  example,  when  an  unusually  serviceable 
coating  was  discovered  by  routine  test,  the  laboratory  tried  to  reproduce 
the  operation,  using  the  same  ingredients  and  processes  that  were  used 
in  the  production  run.  By  conducting  a  series  of  trial  experiments,  it 
was  sometimes  possible  to  find  a  new  combination  of  the  chemicals 
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which  seemed  to  give  superior  results.  The  chemical  companies  from 
whom  Berkeley  purchased  resins,  solvents,  and  other  supplies  gave 
considerable  assistance  in  the  use  and  application  of  newly  developed 
materials.  A  few  of  these  companies,  such  as  Union  Carbide,  conducted 
considerable  research  in  developing  new  resins  and  chemicals  for  use 
in  the  coating  industry,  and  they  passed  on  to  their  customers  the  results 
of  their  developmental  work.  Other  large  coating  companies,  such  as 
the  rubber  companies  and  duPont,  did  their  own  research  and  manu- 
factured part  or  all  of  the  chemicals  used  in  their  processes. 

The  laboratory  also  tested  as  many  samples  of  competitors'  products 
as  it  could  obtain.  Mr.  Smith  said  that,  in  the  main,  the  Berkeley  Com- 
pany's products  tested  as  well  as  any.  There  were  some  differences,  how- 
ever. For  example,  some  companies'  coatings  were  serviceable  over 
different  temperature  ranges  than  was  true  of  Berkeley's  products;  this 
meant  that  coatings  cracked  and  became  soft  at  different  extremes  of  low 
and  high  temperature.  Nevertheless,  Mr.  Smith  said  that,  as  far  as  he 
could  determine,  his  products  were  equivalent  to  competitors'  in  all  im- 
portant respects. 

The  laboratory  staff,  under  the  direction  of  Mr.  Norton,  consisted  of 
six  chemists.  Mr.  Norton  himself  had  been  with  the  company  for  thirty 
years,  having  formerly  worked  for  a  large  chemical  firm.  Although 
he  had  had  no  formal  education  in  chemistry,  Mr.  Smith  regarded  his 
practical  knowledge  as  very  unusual.  Of  his  six  assistants,  four  of  whom 
had  joined  the  company  during  the  war  years,  one  was  a  college  gradu- 
ate in  chemistry,  and  the  others,  principally  technicians,  had  no  chemical 
education. 

PURCHASING 

Purchasing,  handled  by  Mr.  Morrow,  was  difficult  in  1946  because  of 
the  textile  shortages.  In  order  to  obtain  as  much  material  as  possible, 
Mr.  Morrow  often  canvassed  all  available  suppliers  by  telephone  and 
letter,  taking  any  stocks  that  were  available.  His  greatest  need  was  for 
cotton  material.  In  early  1946,  however,  15%  of  the  company's  basic 
fabric  was  rayon,  which  was  somewhat  easier  to  obtain  than  cotton.  The 
rayon  products  were  quickly  sold,  being  used  for  such  items  as  umbrellas 
and  shower  curtains. 

CREDIT 

Mr.  Morrow  personally  handled  credit,  which  in  the  war  years  had 
not  been  a  serious  problem.  Previously  the  situation  had  been  different, 
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however,  and  he  had  watched  credit  closely.  Many  former  customers 
had  been  small  companies  operating  with  close  working  capital  margins, 
and  on  several  occasions  the  Berkeley  Company  had  found  it  necessary 
to  take  long-term  notes  as  claims  against  customers'  accounts.  As  an 
added  precaution  against  credit  losses,  salesmen's  commissions  were 
always  contingent  upon  the  settlement  of  customers'  accounts. 

ACCOUNTING  REPORTS 

The  office  manager,  Mr.  Winslow,  had  come  to  the  Berkeley  Com- 
pany in  1930  from  an  accounting  firm.  He  supervised  the  clerical  staff 
which  handled  correspondence,  billings,  collections,  and  order  acknowl- 
edgments. He  was  also  responsible  for  accounting.  This  consisted  of 
costing  each  order  (using  the  company's  standard  cost  system)  and 
preparing  monthly  financial  statements.  It  was  not  Mr.  Smith's  and 
Mr.  Morrow's  practice  to  analyze  standard  against  actual  costs  for  indi- 
vidual orders  or  for  operations  over  a  period  of  time.  They  did,  how- 
ever, take  considerable  interest  in  the  over-  or  underabsorption  of  bur- 
den as  reflected  by  the  accounting  information.  The  basic  cost  system 
had  not  been  materially  changed  for  many  years,  although  changes  in 
individual  standards  were  made  occasionally  in  order  to  maintain  con- 
formity with  actual  plant  operations. 

Mr.  Smith  received  a  daily  report  from  the  factory  showing  the 
number  of  pounds  of  dope  spread  the  previous  day  compared  with 
the  amount  the  laboratory  had  specified  for  the  particular  orders 
processed  that  day.  Mr.  Smith  made  inquiries  into  the  reasons  if  there 
were  any  wide  discrepancies.  Typical  reasons  given  were  carelessness  on 
the  part  of  coating  machine  operators  or  errors  in  calculation  of  the 
amounts  of  dope  required.  Mr.  Smith  said  he  was  almost  always  able 
to  obtain  satisfactory  explanations  of  discrepancies,  and,  hence,  impor- 
tant corrective  action  on  his  part  was  not  often  required.  He  received 
a  weekly  payroll  report  showing  total  payroll  expense,  man-hours 
worked,  number  of  men,  and  overtime  premiums  paid.  He  watched 
closely  to  see  that  take-home  pay  remained  at  a  level  satisfactory  to  the 
workers  and  yet  not  involving  excessive  overtime  premiums.  Also 
reported  weekly  were  coating-machine  hours,  orders  received,  shipments 
made,  and  factory  production. 

The  company's  board  of  directors,  which  met  quarterly,  was  com- 
posed of  Mr.  Smith,  Mr.  Morrow,  Mr.  Greenleaf,  Mr.  Norton,  one  of 
the  company's  salesmen,  and  four  outside  directors — the  company's 
attorney,  a  retired  banker,  and  two  officers  of  other  companies  located  in 
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the  immediate  vicinity.  The  outside  directors  were  friends  of  Mr.  Smith. 
Mr.  Smith  and  Mr.  Morrow  were  the  only  large  stockholders  on  the 


board. 

Mr.  Smith  presided  at  board  meetings,  but  there  was  no  formally 
appointed  chairman.  The  principal  function  of  the  board  was,  according 

Exhibit  5 

Berkeley  Company 

Balance  Sheets  as  of  December  31,  1929-45 
(In  Thousands) 

Assets                     1929       1930       1931      1932  1933  1934  1935  1936  1937 

Cash  $   180    $   193    $     88    $109  $106  $122  $129  $  96  $161 

Receivables,  Net                            182        132         80       77  101  89  88  111  80 

Inventory                                     393        296        278     202  206  217  258  235  201 

Marketable  Securities  and 

Treasury  Certificates   78        137        172     119  73  50  31  30  25 

Total  Current  Assets  $  833    $  758    $  618    $507  $486  $478  $506  $472  $467 

Prepaid  Expense  $     16    $     11    $     10    $  11  $  11  $  10  $  14  $  10  $  11 

Other  Assets                                  9         11          7        5  12  9  7  6  12 

Plant  and  Equipment,  Net              402       398       395     389  353  348  334  320  382 

Total  Assets  $1,260    $1,178    $1,030    $912  $862  $845  $861  $808  $872 

Liabilities 

Accounts  Payable  $     20    $     14    $     18    $  11  $    5  $    4  $    6  $    6  $  13 

Dividends  Payable                           45         32         20       14  14  14  13  13 

Accruals                                .  .  50   18   24       10  12  18  27  15  12 

Total  Current  Liabilities. . .  .$   115    $  64    $  62    $  35  $  17  $  36  $  47  $  34  $  38 

7%  Preferred  Stock  $  575    $  542   $  392   $392  $392  $391  $391  $379  $379 

Common  Stock  and  Surplus             570        572        576     485  453  418  423  395  455 

Total  Liabilities  $1,260    $1,178    $1,030    $912  $862  $845  $861  $808  $872 


Assets                     1938  1939  1940  1941       1942       1943  1944  1945 

Cash  $188  $173  $  210  $  235  $  267  $  400  $  269  $  420 

Receivables,  Net                            95  105  107  210        247        186  156  114 

Inventory                                    164  205  216  248        245        211  347  310 

Marketable  Securities  and 

Treasury  Certificates  _J25  _25   20   62   2        123  244  277 

Total  Current  Assets  $472  $508  $  553  $  755  $  761  $  920  $1,016  $1,121 

Prepaid  Expense  $    8  $  10  $     13  $     11  $     12  $     10  $     88  $  26 

Other  Assets                                 12  6  6  8         27  52   

Plant  and  Equipment,  Net              386  468  446  434        405        388  380  398 

Total  Assets  $878  $992  $1,018  $1,208  $1,205  $1,370  $1,484  $1,545 

Liabilities 

Accounts  Payable  $20  $  19  $     19  $     15  $     29  $     26  $     22  $  37 

Dividends  Payable                         13  13  13  13         13         13  13  38 

Accruals  _J5  _28   33  180        109        210  297   276 

Total  Current  Liabilities  $  48  $  60    $  65  $  208  $   151  $  249  $   332  $  351 

7%  Preferred  Stock  $379  $380  $  379  $  379  $  379  $  379  $  379  $  379 

Common  Stock  and  Surplus            451  552  574  621       675       742  773  815 

Total  Liabilities  $878  $992  $1,018  $1,208  $1,205  $1,370  $1,484  $1,545 
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to  Mr.  Smith,  to  elect  the  company's  president.  Board  meetings  were 
usually  short  and  perfunctory,  business  being  limited  to  a  review  of  the 
company's  financial  position,  voting  of  dividends,  and  other  matters 
required  by  law. 

Exhibits  5-8  are  company  financial  statements.  Appendix  A  ( at  end 
of  case)  contains  some  information  concerning  the  coated  fabrics 
industry  appearing  in  current  literature  of  1945  and  1946. 

Exhibit  6 

Berkeley  Company 

Operating  Statements,  1929-45 — Years  Ending  December  31 
(In  Thousands) 


1929       1930      1931    1932    1933    1934    1935    1936  1937 

Net  sales  $1,905  $1,320    $985    $576    $688    $799    $830    $921  $1,065 

Cost  of  sales                               1,374     1,006     785     510     533     608     615     680  785 

Gross  profit  $  531  $  314    $200    $66    $155    $191    $216    $241  $  280 

Selling,  shipping,  and  general 

expense                                     259        232     190     152     149     152     161     168  182 

Net  profit  from  sales  $  272  $     82    $  10    $  86d  $    6    $  39    $  55    $  73  $  98 

Other  income   5  _   5   _J4      26   6   3   3   _J7   2 

Total  income  $  277  $     87    $  54    $  60d  $  12    $  42    $  58    $  90  $  100 

Taxes   34   13  _10   3   3   7   8   _^   8 

Net  profit  $  243  $     74   $  44   $  63d  $    9   $  35   $  50   $  90  $  92 

Extraordinary  chargesf   17*      36*    ...       26        2      ...  92 

Dividends  on  preferred  stock . .      40         39       32       28       15       42       27       27  27 

Dividends  on  common  stock .  .       87   50       44  ■  ■  ■       25       17   6 

Net  to  surplus  $   116  $      2    $    4    $  91d  $  32d  $  34d  $    6    $  29d  $  59 

1938     1939       1940       1941       1942       1943       1944  1945 

Net  sales  $901    $1,091    $1,073    $1,731    $2,139    $2,413    $2,016  $2,633 

Cost  of  sales  _633  797   792     1,190     1,547     1,784     1,438  1,992 

Gross  profit  $268    $  294    $  281    $  541    $  592    $  629    $  578  $  641 

Selling,  shipping,  and  general 

expense                                 180  170   168        256        245        211        220  283 

Net  profit  from  sales  $88    $  124    $   113    $  285    $  347    $  418    $  358  $  358 

Other  income   3   15   5   7   16   7   8   6 

Total  income  $91    $  139    $   118    $  292    $  363    $  425    $  366  $  364 

Taxes   9   12   24   137   250   312   252   251 

Net  profit  $82    $  127    $     94    $   155    $  113    $  113    $   114  $  113 

Extraordinary  chargesf   46  ...  14         32        ...  12*  24 

Dividends  on  preferred  stock .    27         26         27         27         27         27         27  27 

Dividends  on  common  stock .  .    12  _   31   30   31   32   31   38 

Net  to  surplus  $~Td  $  101    $     22    $     46    $     55    $     66    $     32  $  41 


*  Credit. 

d  Deficit.  .  .  .  i 

f  Extraordinary  charges  attributable  to  loss  on  sale  of  securities,  contract  renegotiations,  and  other  non- 
recurring losses.  Credit  items  reflect  profit  from  purchase  of  own  preferred  stock  below  par,  and  other  nonoperating 
gains. 
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Berkeley  Company 

Breakdown  of  Selling,  Shipping,  and  General  Expense,  1944  and  1945 


1944 

1945 

Selling  expense: 

Advertising  

$  8,623 

$  16,353 

Salesmen's  salaries  and  commissions  

107,393 

124,664 

Traveling  expenses  

865 

886 

Samples  

620 

2,432 

Experimental  

1,882 

2,321 

Miscellaneous  

549 

1,433 

Overhead  

3,490 

3,507 

Total  selling  expense  

$123,422 

$151,596 

Total  shipping  expense  

29,222 

28,736 

General  expense: 

15,125 

18,150 

Expenses  of  officers  

565 

373 

Office  wages  

16,225 

18,554 

Office  expenses  

2,836 

3,341 

Telephone  and  telegraph  

7,157 

8,770 

Legal  expense  

979 

2,119 

Miscellaneous  

7,790 

8,857 

Bad  accounts  (red  figure)  

(3,302) 

(4,950: 

Donations  

1,510 

1,900 

Pension  

17,195 

Overhead  and  share  of  taxes  

18,027 

28,133 

Total  general  expense  

$  66,912 

$102,440 

Exhibit  8 


Berkeley  Company 

Analysis  of  Manufacturing  Costs:  1939,  1940,  1944,  1945 


1939 

1940 

1944 

1945 

Manufacturing  costs: 

Direct  labor  

Materials  and  supplies  

Manufacturing  overhead  

Total  

Less:  Salvage  and  solvent  recovery. . . . 

Total  manufacturing  costs  

$  50,185 
557,381 
265,858 

$  47,048 
533,040 
262,255 

$  56,774 
1,222,874 
374,829 

$  67,307 
1,541,493 
435,091 

$873,424 
36,829 

$842,343 
39,485 

$1,654,477 
80,490 

$2,043,891 
89,845 

$836,595 

$802,858 

$1,573,987 

$1,954,046 
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APPENDIX  A 

Information  concerning  the  Coated  Fabrics  Industry 

I 

Progress  in  Fabric  Coating2 

Vinyl  copolymer  resins  are  here  to  stay  as  a  coating  material,  and  their  usage 
will  probably  increase  in  this  field.  It  is  understood  that  there  are  several  new 
plasticizers  not  yet  on  the  market  whose  use  will  permit  the  manufacture  of 
coatings  that  will  be  even  better  than  any  that  have  been  made  previously.  Con- 
siderable activity  is  also  reported  in  research  on  the  copolymer  resins  themselves; 
so  new  and  better  resins  are  expected  to  appear  in  the  very  near  future. 


The  industry  formerly  known  as  the  rubber  proofing  industry  has  branched 
out  considerably  during  the  past  3^  years  and  has  probably  used  more  plastic 
resins  than  any  other  type  of  material  for  coating  fabrics.  What  the  future  re- 
lation between  natural  rubber,  synthetic  rubbers,  and  plastic  resins  will  be  is  at 
this  time  hard  to  predict,  but  certainly  Butyl  rubber  and  most  of  the  above-men- 
tioned plastic  resins  have  established  themselves  as  desirable  materials  for  use 
by  the  coating  industry.  .  .  . 

There  are  several  new  rubbers  and  plastic  resins  that  are  soon  to  be  made 
available,  and  if  the  new  plasticizers  which  have  also  been  promised  materialize, 
the  coating  industry  may  expand  further  into  fields  previously  closed  to  it  when 
natural  rubber  was  the  only  material  generally  available. 

II 

Resins  on  Textiles  Improve  Even  Good  Fabrics* 

The  use  of  resins  for  textiles  in  general  has  kept  pace  with  the  uses  of  resins 
in  other  fields.  Considerable  progress  has  been  made  to  date,  and  the  speed  of 
resin  utilization  is  constantly  being  accelerated.  The  original  concept  of  the 
function  of  resins  in  textiles  was  to  fill  low-count  fabrics  so  that  they  could  enter 
the  quality  field.  Although  this  idea  still  has  staunch  adherents,  the  textile  indus- 
try as  a  whole  now  realizes  that  resins  help  to  eliminate  undesirable  fiber  charac- 
teristics and  add  to  desirable  properties,  so  that  the  ideal  role  for  textile  resins 
is  to  enhance  quality  and  make  good  fabrics  even  better. 


The  prospects  for  resins  on  textiles  are  exceedingly  promising,  but  much  is 


2  James  R.  Geenty,  "Progress  in  Fabric  Coating,"  India  Rubber  World,  Vol.  CXIII, 
No.  1  (October,  1945),  pp.  92-93. 

3  Dr.  J.  Edward  Lynn,  "Resins  on  Textiles  Improve  Even  Good  Fabrics,"  Textile 
World,  Vol.  XCV,  No.  3  (March,  1945),  p.  99. 
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still  to  be  done  because  only  the  first  stumbling  steps  have  been  taken.  The 
profits  are  waiting  for  those  willing  to  spend  the  time,  material,  and  initial  costs 
of  experimentation. 

Ill 

The  Processing  of  Plastic  Coatings  for  Fabrics4' 

The  "know-how"  established  by  the  coated  fabrics  industry  in  the  processing 
of  the  vinyls  has  made  possible  an  invaluable  contribution  to  the  war  effort. 
The  knowledge  gained  during  these  war  years  has  furnished  us  with  a  back- 
ground of  experience  which  in  normal  times  would  have  taken  5-10  years  to 
acquire. 

The  superior  physical  and  chemical  properties  of  these  plastic  coatings  pro- 
vide the  means  for  a  great  expansion  in  the  coated  fabrics  field.  We  now  possess 
a  general-purpose  coating  material  which  can  be  formulated  both  for  the  lightly 
coated,  delicately  tinted  nylon  and  rayon  fabrics  for  use  on  shower  curtains, 
raincapes,  etc.,  as  well  as  for  such  heavy-duty  construction  as  upholstery,  shoe 
fabrics,  and  luggage. 

IV 

Rubber  Companies  Diversify5 

Assuming  more  and  more  of  the  characteristics  of  chemical  manufacturers, 
the  Big  Four  and  numerous  smaller  firms  turn  to  plastics — a  wide-open  field  for 
new  materials  and  products. 

Tires,  galoshes,  hot  water  bottles,  all  the  time-honored  products  of  the  na- 
tion's rubber  industry,  have  a  lot  of  new  baby  brothers  of  nonrubber  origin  that 
are  going  to  cut  an  increasingly  important  figure  in  the  operations  of  at  least 
the  major  companies  in  the  years  to  come. 

Forced  Growth.  Some  of  these,  such  as  Koroseal,  Velon,  Pliofilm,  were 
introduced  to  the  consumer  trade  with  elaborate  advertising  fanfare  before  the 
war.  Then  military  requirements  gobbled  up  all  available  production,  even 
spurred  expansion  of  productive  capacity. 

Simultaneously,  the  synthetic  rubber  program  induced  a  forced  growth  of 
knowledge  of  chemical  raw  materials  and  intermediates,  many  of  which  in  due 
course  of  time  will  emerge  as  finished  products  of  one  kind  and  another. 

Thus,  willy-nilly,  rubber  companies  are  assuming  more  and  more  of  the 
characteristics  of  chemical  companies,  with  plastics — both  semifinished  materials 
for  fabricators  and  finished  products  for  consumers — -bulking  biggest  in  their 
nonrubber  operations. 

Output  to  Rise.  Today,  even  with  the  emphasis  on  tire  production  to  meet 
pent-up  civilian  demand,  nonrubber  items  represent  an  estimated  5%  to  8% 

4E.  G.  Hamway,  "The  Processing  of  Plastic  Coatings  for  Fabrics,"  India  Rubber 
World,  Vol.  CXXII,  No.  6  (September,  1945),  p.  744. 

5  "Production,"  Business  Week,  March  23,  1946,  pp.  56-58. 
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of  the  industry's  sales.  (This  includes  long-established  nonrubber  products  such 
as  spark  plugs,  storage  batteries,  and  aircraft  accessories  which  the  industry  has 
marketed. ) 

By  1950 — and  this  is  admittedly  a  guess — the  proportion  may  well  be  25%, 
resulting  in  part  from  a  slackening  in  tire  and  tube  output  but  more  importantly 
from  an  anticipated  rise  of  100%  or  more  in  output  of  plastic  and  chemical 
items. 

Plastics  Galore.  What  are  some  of  these  new  products?  Firestone  Tire  & 
Rubber  Co.,  which  gets  its  plastics  components  from  Dow  Chemical  Co.,  expects 
to  have  a  Velon  hosiery  yarn  that  will  compete  with  Du  Pont's  nylon;  Goodyear 
Tire  &  Rubber  Co.  is  pushing  its  Pliofilm  for  packaging  fresh  and  frozen  fruits 
and  vegetables,  has  a  new  resin  base  for  paints  ready  to  market;  B.  F.  Goodrich 
Co.  has  added  Kriston,  a  thermosetting  plastic,  to  its  well-established  thermo- 
plastic, Koroseal;  U.S.  Rubber  Co.,  sees  great  possibilities  for  its  Vibron  thermo- 
setting plastics.  These  are  but  samples. 

The  industry  is  pouring  a  lot  of  money  into  new  production  and  research 
facilities  to  exploit  new  lines  and  develop  more.  Goodrich  is  doubling  its  facili- 
ties for  manufacturing  Geon  polyvinyl  resins,  is  building  a  $4  million  plastics 
processing  plant  at  Marietta,  Ohio,  and  a  new  research  center  halfway  between 
Cleveland  and  Akron;  Goodyear  is  putting  $1  million  into  a  chemical  develop- 
ment laboratory,  $3  million  into  a  plastics  plant,  both  in  Akron;  U.S.  Rubber  is 
spending  $2  million  to  expand  the  Naugatuck  (Conn.)  plant  of  its  Naugatuck 
chemical  division;  Firestone  recently  completed  an  elaborate  research  laboratory 
at  Akron,  has  other  plans  in  progress. 

Variety  of  Uses.  All  of  the  Big  Four  rubber  companies  have  established 
subsidiaries  or  separate  operating  divisions  to  handle  the  business  in  these  new 
and  expanding  lines  of  activity.  So  have  General  Tire  &  Rubber  Co.  and  some 
of  the  smaller  rubber  companies. 

Just  how  far  this  diversification  has  been  carried  is  indicated  by  an  examina- 
tion of  the  four  major  companies. 

Firestone  intends  to  use  the  Velon  trade  name  for  a  whole  series  of  products 
stemming  from  the  vinylidene  chloride  plastic  it  uses.  First  introduced  as  a 
rattanlike  upholstery  material,  it  has  been  adapted  for  coarse  and  even  fine  fab- 
rics down  to  hosiery-gage  yarns.  In  film  form,  it  is  usable  for  transparent  pack- 
aging, being  an  effective  moisture  barrier.  Laminated  with  paper,  it  forms  an- 
other type  of  packaging  material.  As  a  screen  wire,  Velon  may  be  competitive 
with  copper  bronze  screening.  In  still  another  application,  it  forms  artificial, 
waterproof  leather  which  won't  harden  or  crack. 

New  Applications.  A  concentrated  synthetic  latex,  now  being  used  to  water- 
proof and  toughen  heavy-duty  truck  seat  cushions,  is  expected  to  find  new  ap- 
plications as  sponge  rubber,  adhesives,  and  in  rubber-dipped  fabrics. 

And  like  most  of  the  other  rubber  companies,  Firestone  sees  great  possibilities 
for  foam  latex  in  cushions,  mattresses,  and  a  hundred  similar  applications. 

For  Shoe  Soles.  Besides  Pliofilm  (a  rubber  hydrochloride)  for  protecting 
everything  from  oranges — it  keeps  citrus  fruits  in  good  condition  for  months 
longer  than  is  possible  when  unsealed — to  cheddar  cheese  while  it  is  aging, 
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Goodyear  expects  much  of  its  Neolite.  Used  for  shoe  soles  and  heels,  it  is  said  to 
outwear  leather. 

Most  of  the  big  rubber  companies  have  synthetic  adhesives.  Goodyear's  is 
Pliobond,  a  flexible,  waterproof  adhesive  of  high  tensile  strength. 

In  the  insulating  field,  Goodyear  has  developed  Pliofoam,  a  frothed  ureafor- 
maldehyde  resin.  Light  in  weight,  it  is  an  excellent  heat  and  sound  insulator,  is 
expected  to  have  wide  use  in  refrigerators  and  home  freezers,  railway  cars,  buses, 
airplanes,  and  possibly  automobiles,  and  if  cost  factors  prove  favorable,  in  house 
insulation. 

Building  Materials.  Vinyl  chloride  copolymers  are  expected  to  enter  the 
flooring  and  builders'  supplies  field.  Goodyear  already  has  developed  floor  cov- 
erings, washable  wallpapers,  and  plywood-backed  vinyl  wall  panels  on  which  it 
pins  great  hopes.  Vinyl  resin  coated  cloth,  paper,  and  even  wire  have  also  been 
produced.  One  firm  is  using  film  of  this  material  to  package  pickles. 

Unique  among  the  rubber  companies  is  the  Goodrich  setup,  for  B.  F.  Good- 
rich Chemical  Co.,  a  subsidiary,  is  essentially  an  industrial  chemical  concern.  It 
makes  and  sells  Geon  polyvinyl  materials  to  fabricators  and  finishers  (Koroseal, 
made  by  the  parent  company,  is  a  finished,  fabricated  form  of  this  same  family 
of  plastics),  manufactures  and  sells  special-purpose  synthetic  rubbers,  and  pro- 
duces various  rubber  chemicals  such  as  age-resisters  and  antioxidants.  It  re- 
cently has  expanded  its  lines  of  rubber  chemicals  and  plastics  raw  materials.  And 
it  currently  is  advertising  some  88  complex  organic  materials,  most  of  them 
intermediate  chemicals  derived  in  connection  with  established  processes,  which 
it  is  ready  to  sell  to  concerns  that  can  find  a  use  for  them. 

Impregnated  Thread.  The  chemical  company  has  successfully  impregnated 
and  coated  thread,  yarn,  string,  wire,  glass  fiber,  nylon,  silk,  cotton,  wool,  and 
rayon  with  plastic  latex.  This  is  expected  to  open  the  door  to  the  use  of  such 
coated  or  impregnated  materials  for  screening,  woven  upholstery  fabrics,  tar- 
paulins, and  thin-walled  insulation.  Textile  fabrics  so  coated  are  resistant  to 
grease,  moisture,  and  abrasion. 

The  parent  company's  Koroseal  is  adaptable  for  hundreds  of  uses  in  the  home 
and  industry — from  wall  coverings  to  luggage,  from  shoes  to  draperies,  from 
upholstery  to  garden  hose. 

New  Fabrics.  U.S.  Rubber  Co.'s  Vibron,  a  war  product  developed  for  bullet- 
sealing  fuel  cells,  holds  promise  in  the  plastics  field.  Thermosetting,  it  may  be 
used  as  a  building  material  for  prefabricated  houses,  for  luggage  and  furniture. 
Combined  with  fabrics,  it  may  make  improved  substitutes  for  leather;  with 
paper,  it  may  become  a  packaging  material. 

Naugahyde  is  a  vinyl  resin  coating  on  fabric  suitable  for  many  upholstery 
purposes.  Like  Goodyear,  U.S.  Rubber  has  developed  a  plastic  foam  for  insula- 
tion purposes,  but  production  has  been  sidetracked  in  favor  of  more  urgent 
items.  Asbeston,  a  fabric  of  asbestos  and  cotton,  already  has  appeared  on  the 
market  for  ironing  board  covers.  Flexible  ducts  made  of  phenolic  plastic,  glass 
fabric,  and  Asbeston,  with  rubber  for  an  overcoating,  are  light,  durable,  and 
adaptable  to  many  uses. 

U.S.  Rubber  also  is  in  the  agricultural  chemical  business,  has  introduced  three 
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new  items  recently — a  fungicide  for  apple  scab,  a  DDT  formulation,  and  a  se- 
lective herbicide  for  weeding  large  acreages  of  cereal  crops. 

Untapped  Field.  With  all  these  varied  products,  rubber  company  experts 
feel  the  surface  has  only  been  scratched.  Biggest  potential  untapped  field,  per- 
haps, is  styrene,  one  of  the  two  principal  ingredients  of  synthetic  rubber  of  the 
type  used  in  tires.  Because  it  readily  combines  with  so  many  other  chemicals, 
styrene  may  prove  important  in  plastics,  water-emulsion  paints,  lacquers,  coat- 
ings, and  foam  insulation. 

And  with  their  wartime  experience  in  handling  styrene,  the  rubber  firms  ex- 
pect to  be  in  the  forefront  of  any  such  developments. 


WILFORD  WOODRUFF  &  CO. 


Wilford  Woodruff  &  Co.,  of  Lowell,  Massachusetts,  manufactured 
cotton  waste  products.  In  1936,  for  the  eighth  consecutive  year,  the 
company  operated  at  a  loss.  The  deficit  that  year,  however,  was  only 
nominal — $66.  Theretofore,  deficits  had  been  substantial,  totaling 
$490,301  for  the  eight-year  period.  In  1935,  A.  B.  Cheney  had  been 
brought  to  the  company  as  a  new  general  manager,  in  the  hope  that  he 
could  stem  the  tide  of  losses.  The  showing  in  1936  had  been  very  heart- 
ening; but  during  the  first  six  months  of  1937,  sales  had  not  held  up  and 
losses  increased  again. 

During  the  first  few  years  after  its  founding  in  1895,  the  company 
had  done  no  manufacturing.  Under  the  management  of  the  founder, 
Mr.  Woodruff,  a  shrewd  trader,  the  company  purchased  waste  from  the 
many  cotton  textile  mills  then  located  in  the  area  and  sold  it  to  mattress 
manufacturers,  upholsterers,  spinners  of  carpet  yarns,  and  other  waste 
processors.  About  1910,  the  company  itself  began  some  manufacturing 
operations,  believing  that  its  profits  would  be  increased  thereby.  After 
1916,  when  Mr.  Woodruff  died  and  was  succeeded  by  his  former  assist- 
ant, W.  R.  Cody,  still  greater  emphasis  was  given  to  manufacturing, 
and  a  large  sales  volume  was  built  up  on  several  products,  particularly 
on  mops. 

The  company's  products  were  of  two  general  sorts,  derived  from  two 
types  of  raw  cotton  waste:  (1)"  Unspun  cotton  waste,  a  by-product  of 
spinning  mills  consisting  of  staple  too  short  for  use  in  high-grade  yarns. 
It  was  sorted  by  spinning  mills,  baled,  and  sold  to  waste  dealers.  Proc- 
essors like  the  Woodruff  company  took  this  short-staple  waste,  carded 
it,  and  spun  it  into  yarns  strong  enough  to  make  up  into  mops  or  wick- 
ing,  to  weave  into  wiping  cloths,  to  braid  into  clotheslines,  or  to  use  for 
low-grade  carpet  yarns.  ( 2 )  Spun  cotton  waste,  another  by-product  of 
regular  spinning  mills,  consisted  of  tangled  and  broken  threads  which 
could  not  be  woven  into  cloth.  The  Woodruff  company  processed  it 
and  sold  it  as  machined  waste,  used  to  wipe  machinery,  to  pack  lubri- 
cating boxes  of  railroad  car  axles,  and  for  other  purposes.  The  processing 
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of  unspun  waste  was  carried  on  in  the  company's  main  plant,  the  treat- 
ment of  spun  waste  in  a  branch  plant. 

Just  before  World  War  I,  the  company  added  still  another  activity: 
the  bleaching  of  cotton  linters  for  manufacturers  of  various  cellulose 
products.  A  separate  plant  was  built  to  carry  on  this  operation. 

Until  1919  the  company  was  very  profitable,  but  after  sustaining 
tremendous  inventory  losses  in  1920  and  1921,  it  entered  into  a  period 
when  operations  were  much  less  satisfactory.  Several  new  adverse  con- 
ditions developed.  One  of  these  was  the  accelerated  removal  of  the  cot- 
ton textile  industry  from  New  England  to  the  southern  states,  which 
greatly  lessened  the  amount  of  cotton  waste  locally  available  for  pur- 
chase by  the  Woodruff  company.  Furthermore,  the  increasing  amount  of 
waste  in  the  southern  states  gave  rise  to  the  growth  of  numerous  new 
southern  waste  trading  companies  and  southern  companies  manufactur- 
ing waste  products.  Officers  of  the  Woodruff  company  believed  that 
these  new  southern  competitors  could  buy  waste  at  better  prices  than 
northern  companies  could  obtain.  List  prices  were  approximately  the 
same  in  the  North  and  in  the  South.  However,  Mr.  Cheney  stated,  prices 
less  than  list  were  undoubtedly  obtained  by  southern  competitors,  who 
were  able  to  buy  up  odd  lots  and  distress  lots  because  of  the  abundance 
of  waste  in  their  areas.  In  earlier  years,  that  had  been  possible  in  New 
England.  That  the  southern  competitors  could  hire  cheaper  labor  was 
definitely  established.  In  1937,  the  Woodruff  company  was  paying  a 
minimum  wage  of  $15.60  for  a  40-hour  week,  whereas,  the  southern 
minimum  for  the  same  type  of  work  was  $12  per  week.  Mr.  Cheney  be- 
lieved, furthermore,  that  southern  operators  generally  worked  more  than 
40  hours  per  week. 

In  1926,  Mr.  Cody  resigned  and  was  succeeded  by  Mr.  Sears,  formerly 
office  manager  of  the  company.  In  1927  and  1928,  the  firm  realized 
small  profits,  but  not  enough  to  reduce  to  any  great  extent  the  large 
bank  loans  which  had  been  carried  for  many  years.  Large  inventory  and 
operating  losses  were  sustained  in  1929,  1930,  and  1931;  the  company's 
financial  situation  became  critical. 

In  1932,  the  management  decided  to  give  up  waste  trading  and  con- 
centrate on  manufacturing  activities.  The  greatly  curtailed  amount  of 
waste  in  New  England  had  forced  many  trading  firms  out  of  business. 
The  Woodruff  company  terminated  all  its  trading  contracts  except  one, 
which  had  a  few  years  to  run,  and  began  to  buy  its  raw  material  from 
other  trading  companies. 
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In  1932,  the  creditor  banks  became  somewhat  active  in  the  com- 
pany's management.  They  agreed  among  themselves,  and  with  the  offi- 
cers of  the  company,  that  they  would  be  satisfied  for  the  present,  if  in- 
terest were  paid  ( it  never  had  been  defaulted ) ,  and  if  some  reduction 
were  made  each  year  in  the  principal  on  a  pro  rata  basis.  The  notes  were 
all  uniformly  redated  and  renewed,  thereafter,  each  ninety  days,  bear- 
ing a  uniform  5/2%  interest  rate. 

The  company's  condition  had  not  improved  by  1935,  and  both  the 
banks  and  the  stockholders  decided  that  a  change  in  management  should 
be  made.  It  was  at  this  point  that  Mr.  Cheney,  a  textile  manufacturing 
executive  of  many  years'  experience,  was  brought  to  the  company  to 
succeed  Mr.  Sears  as  general  manager. 

One  of  Mr.  Cheney's  first  major  moves  was  to  close  out  the  linter 
bleaching  business.  For  several  years,  this  operation  had  lost  heavily, 
and  Mr.  Cheney  concluded  that  the  company  lacked  the  ability,  both 
financial  and  organizational,  to  rehabilitate  it.  He  sold  for  $25,000  the 
plant  in  which  it  had  been  carried  on.  This  sale  entailed  a  substantial 
book  loss,  which,  together  with  a  write-down  of  the  two  remaining 
plants,  reduced  the  fixed  asset  account  by  some  $300,000.  The  purchaser 
of  the  bleaching  plant  paid  $5,000  cash,  the  balance,  secured  by  a  mort- 
gage, to  be  paid  at  the  rate  of  $5,000  per  year.  Thereafter,  except  for 
servicing  the  one  raw  trading  contract  shortly  to  be  terminated,  the  com- 
pany concentrated  solely  on  its  waste  manufacturing  operations. 

Floor  mops  were  the  main  items  in  the  company's  line.  They  were 
made  up  in  20  weights  and  sizes,  ranging  in  weight  from  4/2  to  32 
ounces.  The  company  itself  usually  sold  mops  by  the  pound,  at  prices 
from  17  cents  to  39  cents  per  pound.  Wholesalers,  in  turn,  sold  them  to 
retailers  by  the  dozen,  setting  their  own  prices.  The  mops  retailed  at 
from  10  cents  to  50  cents  apiece.  The  company  made  only  mops  to  be 
used  as  "wet"  mops,  mostly  of  the  sort  used  with  mop  sticks.  Seventy- 
five  per  cent  of  its  mops  were  branded,  carrying  on  a  cloth  label  sewed 
onto  the  mop  the  company's  general  institutional  brand,  "Wilwood," 
and  the  name  of  the  particular  type  of  mop.  Twenty  per  cent  carried  the 
private  brands  of  wholesalers  or  chains.  The  remaining  5  %  were  sold 
unbranded  for  special  situations.  The  company  made  some  dish  mops 
on  short  wooden  handles,  but  they  did  not  provide  much  volume.  At 
times,  it  had  made  floor  mops  with  permanent  wooden  handles  attached, 
but  gave  up  the  practice,  since  they  were  awkward  and  expensive  to 
ship  and  never  obtained  much  volume.  Inasmuch  as  one  mop  stick 


274 


POLICY  FORMULATION  AND  ADMINISTRATION 


would  outlast  many  mop  heads,  the  vast  majority  of  users  in  the  trade 
bought  mop  sticks  and  mop  heads  separately.  The  former  were  made  by 
lumber  companies  and  the  latter  by  mop  manufacturers. 

The  Woodruff  company  also  spun  some  carpet  yarns  for  cheap  car- 
pets; it  made  lamp  wick,  caulking  for  boats,  clotheslines,  dish  cloths, 
and  duster  cloths.  The  company's  machined  waste  was  made  in  20 
grades,  some  white  and  some  colored.  It  sold  at  prices  ranging  from  6 
cents  to  16  cents  per  pound. 

When  Mr.  Cheney  entered  the  organization,  the  company  had  about 
forty  stockholders,  of  whom  ten  owned  control.  The  largest  single 
stockholder  had  been  president  of  the  company  since  1926.  He  was 
actively  and  successfully  engaged  in  another  line  of  business.  He  had 
acquired  his  Woodruff  stock  in  the  early  1920's,  somewhat  as  a  specula- 
tion, and  gave  very  little  time  to  the  company's  affairs.  Mr.  Cheney 
held  the  positions  of  treasurer  and  general  manager,  and  had  a  fairly 
free  hand  in  operating  the  company. 

Directly  responsible  to  him  were  the  following: 

Mr.  Quinn  was  superintendent  of  the  main  plant,  which  manufac- 
tured all  the  products  except  machined  waste.  He  had  175  workers, 
45%  of  whom  were  women.  He  was  fifty-five  years  old  and  had  been 
with  the  company  thirty  years. 

Mr.  Perkins,  purchasing  agent  and  office  manager,  was  sixty-five  years 
old  and  had  been  with  the  company  twenty-five  years.  He  purchased 
general  supplies  for  both  plants  and  all  raw  material  for  the  main  plant. 

Mr.  Martin,  forty-five  years  old,  who  had  been  with  the  company 
twenty  years,  was  superintendent  of  the  branch  plant,  in  which  the  ma- 
chined waste  was  processed.  This  was  a  small  unit  with  but  1 2  workers. 
Mr.  Martin  did  his  own  raw-material  purchasing;  in  consultation  with 
Mr.  Cheney,  he  set  prices  on  all  machined  waste;  on  the  sale  of  ma- 
chined waste  he  consulted  with  the  company's  sales  organizations.  In 
addition  to  performing  these  duties,  he  acted  as  the  company's  only 
salesman  for  all  its  products  in  a  large  part  of  New  England. 

The  company  had  sales  offices  in  New  York  and  Chicago.  The  for- 
mer was  in  charge  of  Mr.  Packard.  He  had  formerly  had  two  assistant 
salesmen,  but  Mr.  Cheney  increased  the  number  to  four.  The  Chicago 
office  was  in  charge  of  Mr.  Steele.  The  local  salesmen  were  hired  and 
directed  entirely  by  the  managers  of  the  local  offices.  They  were  paid 
straight  salaries,  ranging  from  $25  to  $45  a  week.  Mr.  Packard  was  paid 
$4,200  a  year,  Mr.  Steele  somewhat  less.  These  two  men  were  both  in 
their  forties  and  had  worked  with  the  company  between  fifteen  and 
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twenty  years.  The  company  had  no  general  sales  manager.  Mr.  Cheney 
himself  spent  about  half  his  time  on  sales  problems.  Besides  supervising 
the  sales  offices  and  the  sales  efforts  of  Mr.  Martin,  he  maintained  rela- 
tions with  manufacturers'  agents  who  represented  the  company  in  the 
following  cities:  San  Francisco,  Los  Angeles,  Seattle,  Denver,  Salt  Lake 
City,  New  Orleans,  Jacksonville,  Cleveland;  Hartford,  Connecticut; 
Manchester,  New  Hampshire;  and  Portland,  Maine.  Mr.  Cheney  de- 
pended primarily  on  Mr.  Packard  to  keep  him  in  touch  with  market  de- 
velopments. They  talked  on  the  phone  at  least  once  a  week,  and  either 
Mr.  Cheney  went  to  New  York  or  Mr.  Packard  came  to  Lowell  once 
a  month.  Mr.  Cheney  went  to  Chicago  about  twice  a  year.  Acting  on 
suggestions  from  the  field,  Mr.  Cheney  set  prices  for  mops  and  allied 
products  and  decided  what  items  might  be  added  to,  or  dropped  from, 
the  line. 

In  1937,  the  company  and  its  agencies  had  about  2,000  customers. 
The  great  majority  of  these  were  hardware  wholesalers,  paper  and  twine 
wholesalers,  and  some  grocery  wholesalers.  The  largest  single  wholesale 
customer  had  purchased  $11,600  worth  of  products  of  the  company  in 
a  single  year,  and  the  second  largest,  $6,600.  On  the  average,  annual 
purchases  were  very  much  less.  In  1937,  about  75%  of  the  company's 
sales  of  mops  and  allied  products  were  to  wholesalers.  About  10%  of 
total  sales  went  direct  to  industrial  and  institutional  users.  The  remain- 
ing 15%  went  to  one  large  grocery  chain  and  to  two  specialty  chains. 
When  Mr.  Cheney  came  to  the  company,  between  25  %  and  30%  of  its 
sales  were  made  to  chains;  but  he  considered  much  of  such  business 
profitless  and  refused  to  sell  to  several  chain  organizations  which  had 
formerly  been  customers,  unless  they  would  pay  higher  prices.  He  hoped 
to  make  up  the  sacrificed  volume  by  increasing  the  number  of  the  com- 
pany's industrial  and  independent  wholesale  customers. 

About  35  %  of  the  output  of  the  branch  plant  (machined  waste)  was 
sold  directly  to  industrial  users — railroads  and  large  manufacturing 
concerns.  The  balance  was  distributed  through  wholesalers. 

All  the  company's  salesmen  and  agents  sold  all  its  products.  Terms  of 
sale  were  generally  2  % ,  ten  days,  net  thirty.  Better  terms  were  given  to 
a  few  customers.  The  company  shipped  to  six  of  the  distant  manufactur- 
ing agents  on  consignment,  so  that  stocks  would  be  maintained  in  the 
territories  to  permit  quick  deliveries.  No  inventories  were  maintained 
at  other  points;  they  were  served  directly  from  the  factory.  At  the  fac- 
tory, finished  mops  were  not  usually  carried  in  stock;  rather,  they  were 
made  up  as  ordered.  The  factory  maintained  an  inventory  of  yarns  in 
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the  various  sizes  from  which  mops  could  be  made  within  a  few  hours 
as  needed.  Usually,  mops  were  shipped  the  day  following  the  receipt 
of  an  order. 

In  1936  the  company's  sales  were  distributed  geographically,  as  fol- 
lows: 

New  York  District  (including  Philadelphia 


and  Baltimore)   54.9% 

Chicago   19.4 

New  England   14.8 

Elsewhere   10.9 

Total   100.0% 


Mr.  Cheney  explained  the  high  percentage  of  sales  in  New  York  as 
resulting  in  large  part  from  the  fact  that  many  chains  did  all  their  buy- 
ing in  New  York  City,  although  the  merchandise  went  to  other  parts  of 
the  country.  Independent  wholesalers,  however,  typically  did  their  buy- 
ing in  their  home  areas.  The  small  percentage  of  sales  in  New  England 
he  attributed  to  the  competition  of  many  small  companies  which  bought 
yarns  and  made  mops  in  small  family  shops,  selling  their  products  lo- 
cally. Before  the  middle  1920's,  there  had  been  several  larger  companies 
in  New  England  like  the  Woodruff  company,  but  all  except  two  or 
three  of  them  had  gone  out  of  business. 

In  marketing  all  its  products,  but  particularly  its  mops,  the  company 
continually  faced  severe  competition.  Mention  has  already  been  made 
of  the  southern  competitors,  who,  presumably,  had  some  cost  advan- 
tages. It  was  difficult  to  estimate  just  how  profitable,  as  mop  manu- 
facturers, these  companies  were  because  many  of  them  did  waste  trad- 
ing, as  well  as  mop  making.  However,  in  Mr.  Cheney's  opinion,  their 
mop  operations  were  probably  not  very  profitable.  As  evidence,  he  cited 
the  fact  that  one  of  these  large  southern  companies  had  recently  closed 
out  its  mop  business  and  was  limiting  itself  to  trading.  The  southern 
companies  had  a  freight  handicap  of  from  three-quarters  of  a  cent  to 
one  cent  a  pound  in  delivering  their  manufactured  products  into  the 
New  York  and  New  England  markets. 

Another  source  of  very  severe  competition  came  from  institutions  for 
the  blind,  which,  especially  in  the  New  York  area  (less  so  in  New  Eng- 
land), engaged  actively  in  the  manufacture,  and  sale  of,  mops  and 
brooms.  These  institutions  were  largely  supported  by  public  funds  or 
private  bequests  and  did  not  pretend  to  make  their  manufacturing  ac- 
tivities carry  themselves.  They  were  believed  to  buy  raw  material  on  a 
semicharity  basis;  they  charged  little  or  no  labor  into  their  manufactur- 
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ing  costs;  and  they  sold  their  products  to  chains,  department  stores,  and 
independent  wholesalers  at  almost  any  price  in  order  to  move  them. 
The  activities  of  these  blind  workshops  continually  depressed  prices. 

Competitors,  typically,  carried  a  much  smaller  line  of  mops  than  did 
the  Woodruff  company,  offering  only  four  or  five  weights  and  sizes.  The 
Woodruff  company  had  offered  twenty-four  before  1935,  so  that  it 
would  have  a  duplicate  for  every  competitive  mop.  This  had  been  done 
at  the  insistence  of  the  sales  department.  Since  his  managership,  Mr. 
Cheney  had  cut  out  four  numbers,  which  almost  duplicated  others  in 
the  company's  own  line.  He  hoped  to  make  some  further  deletions.  This 
would  permit  longer  runs  in  the  manufacturing  operations  and  would 
require  carrying  fewer  sizes  of  yarns  in  stock. 

It  was  Mr.  Cheney's  opinion  that  sales  promotional  possibilities  for 
mops  and  allied  products  were  very  limited.  These  products  were  sold 
essentially  on  a  price  basis  and  on  the  basis  of  good  relations  between  a 
manufacturer's  salesmen  and  the  trade.  Attempts  had  been  made  to 
individualize  the  company's  products  by  attractive  wrappings,  includ- 
ing cellophane,  but  the  increase  in  sales  did  not  compensate  for  the 
added  packaging  costs.  A  mop  was  a  cheap  article,  never  particularly  a 
source  of  pride  to  the  housewife  or  janitor  and  was  purchased  without 
much  attention  to  its  appearance.  The  company  had  never  done  any 
magazine  or  newspaper  consumer  advertising  and  only  rarely  any  trade 
advertising.  During  Mr.  Cody's  managership  (1916-26),  the  company 
had  furnished  some  counter  display  advertising  for  retailers,  but  this 
practice  had  been  discontinued.  The  headquarters  office  maintained  a 
list  of  customers  and  mailed  them  occasional  price  information.  Under 
Mr.  Cheney  the  company  had  considered  the  possibility  of  developing 
some  new  products.  It  had  developed  a  soft  cord  to  be  used  by  upholster- 
ers, as  a  filler  for  piping  and  rolled  edges,  but  very  little  sales  volume 
had  been  obtained.  The  company  had  no  research  department;  it  de- 
pended on  the  sales  and  manufacturing  departments  for  new  devel- 
opments. Moreover,  the  company's  ability  to  manufacture  anything  new 
that  might  be  developed  was  limited  by  the  equipment  the  company 
possessed. 

The  capacity  of  the  main  plant  placed  a  definite  limit  to  the  volume 
of  sales  that  could  be  handled.  This  was  about  50,000  pounds  per  week. 
The  company's  carding  equipment  constituted  the  principal  bottleneck. 
Indeed,  that  department  had  to  be  operated  two  shifts  a  day  to  attain 
the  volume  just  mentioned.  However,  only  once  during  the  past  two 


278 


POLICY  FORMULATION  AND  ADMINISTRATION 


years  had  the  company  been  obliged  by  its  sales  to  maintain  this  capacity 
rate  for  a  whole  quarter.  That  was  during  the  third  quarter  of  1936, 
and  that  was  the  only  quarter  in  which  the  main  plant  had  shown  a 
profit.  The  branch  plant,  which  had  shown  a  profit  for  the  past  several 
quarters,  could  still  expand  its  output  somewhat  above  recent  operating 
rates.  (See  Exhibits  1  and  2.) 

Mr.  Cheney  had  been  able  to  effect  some  economies  in  the  plant. 
Where  the  operations  warranted,  he  had  put  a  large  number  of  workers 
on  piece  rates  who  had  formerly  received  straight  wages;  their  output 
had  increased.  He  had  systematized  and  reorganized  some  of  the  factory 
operations.  Reference  has  already  been  made  to  his  reducing  the  size  of 
the  mop  line,  as  a  means  of  getting  still  lower  manufacturing  costs.  He 
did  not  believe,  however,  that  he  could  continue  to  cut  costs  much 
further,  except  in  so  far  as  capacity  operation  would  reduce  some  costs 
per  pound.  On  the  market  side  he  was  trying  to  substitute  profitable 
customers  for  profitless  customers:  easier  buyers  for  hard  buyers.  His 
getting  away  from  chains  was  part  of  this  procedure. 

He  had  had  the  cost  accounting  department  develop  some  new  in- 
formation and  some  new  reports.  He  received  daily  reports  on  sales, 
billings,  cash  position,  collections,  and  special  memoranda  on  accounts 
receivable,  with  detailed  information  on  large  accounts.  He  received 
weekly  reports  on  production.  He  saw  every  raw  material  invoice.  Each 
month,  and  each  quarter,  he  received  detailed  profit  and  loss  state- 
ments, balance  sheets,  and  various  income  and  cost  statistics. 

His  typical  day  began  at  8:30  o'clock.  On  reaching  his  office,  he 
looked  over  his  mail;  most  of  his  correspondence  was  related  to  sales 
problems.  Next,  he  talked  with  Mr.  Perkins  about  any  special  purchas- 
ing matters,  also  any  credit  problems.  He  talked  with  the  chief  ac- 
countant about  any  cost  questions  or  matters  of  office  routine.  He  talked 
with  the  order  clerk,  if  necessary,  about  any  special  orders  or  special 
prices.  Then  he  dictated  letters  as  needed.  The  above  work  consumed, 
perhaps,  a  couple  of  hours.  At  about  10: 30  o'clock,  he  had  the  manager 
of  the  main  plant  come  into  his  office,  and  they  discussed  any  production 
problems,  quality  problems,  or  any  questions  called  up  by  the  day's 
mail.  Perhaps  they  looked  over  some  samples  of  work.  Next,  he  might 
see  the  manager  of  the  branch  plant  and  talk  with  him  in  the  same  gen- 
eral vein.  After  lunch  he  looked  over  afternoon  mail.  If  it  brought  up 
any  new  matters,  he  discussed  them  with  the  proper  persons,  as  he  had 
done  in  the  morning.  He  used  the  rest  of  the  afternoon  to  see  visitors, 
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to  study  reports,  or  to  plan  any  new  work.  He  spent  most  of  his  time  in 
the  office  and  traveled  very  little. 

Exhibit  1  reproduces  quarterly  income  and  cost  statistics  for  the  main 
plant.  Exhibit  2  gives  similar  statistics  for  the  branch  plant.  Exhibit  3 
is  a  breakdown  of  costs  for  one  of  the  company's  mops.  Exhibit  4  gives 
sales  and  profit  figures  by  product  groups  for  the  years  1928-36  and  for 
six  months  of  1937.  Exhibit  5  is  a  detailed  profit  and  loss  statement  for 
the  second  quarter  of  1937.  Exhibit  6  reproduces  comparative  annual 
balance  sheets  for  the  years  1928-36  and  a  six-month  balance  sheet  for 
June  30,  1937. 


Exhibit  1 

Wilford  Woodruff  &  Co. 

Comparative  Quarterly  Statistics 
(Averages  per  Pound) 
MAIN  PLANT 


(Mops,  Yarn,  Wiping  Cloths,  Caulking,  Clotheslines) 


June  30 
1936. 

Sept.  30 
1936 

Dec.  31 
1936 

Mar.  31 
1937 

June  30 
1937 

Cost  of  material  

8.96^ 

9.16^ 

8.91^ 

10.68*5 

10.03^ 

Labor  cost  

6.11 

5-08 

5.49 

6.03 

6.58 

Manufacturing  overhead  

5.69 

4.28 

4.78 

4.90 

5.09 

Cost  of  manufacturing  goods 

produced  

20.76 

18.52 

19.18 

21.61 

21.70 

Manufacturing  cost  of  goods  sold . 

21.45 

18.35 

19.22 

21.41 

21.85 

Selling  cost  per  pound  

1.95 

1.66 

1.65 

1.92 

1.80 

Manufacturing  and  selling  

23.40 

20.01 

20.87 

23-33 

23.65 

Sales  price  

20.97 

20.61 

20.46 

21.95 

22.11 

Profit  and  loss  

2.43d 

0.60 

0.41d 

1.38d 

1.54d 

Pounds  produced  

448,969 

619,476 

569,931 

561,228 

546,777 

Pounds  sold  

470,145 

611,104 

560,382 

581,944 

530,692 

d  Deficit. 
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Exhibit  2 

Wilford  Woodruff  &  Co. 

Comparative  Quarterly  Statistics 
(Averages  per  Pound) 


BRANCH  PLANT 
(Machined  Waste) 


Sept.  30 
1936 

Dec.  31 
1936 

Mar.  31 
1937 

June  30 
1937 

Cost  of  material  

5.63^ 

6.01^ 

6.33^ 

6.15* 

Labor  cost  

0.60 

0.63 

0.77 

0.73 

Manufacturing  overhead  

0.73 

0.87 

1.17 

0.95 

Total  manufacturing  cost  of  goods  pro- 

duced   

6.96 

7.51 

8.26 

7.84 

Manufacturing  cost  of  goods  sold  

6.87 

7.59 

8.10 

7.88 

Sales  cost  per  pound  

0.64 

0.71 

0.64 

0.71 

Manufacturing  and  selling  

7.51 

8.30 

8.74 

8.59 

Sale  price  per  pound  

8.12 

9.24 

9.28 

9.45 

Profit  per  pound  

0.61 

0.94 

0.54 

0.86 

Pounds  produced  

469,094 

432,805 

378,563 

443,225 

Exhibit  3 

Wilford  Woodruff  &  Co. 
Breakdown  of  Cost  of  a  Mop  Selling  at  27  Cents  per  Pound,  June,  1937 


Raw-material  cost  after  shrinkage  12.50^  per  pound 

Labor — direct  and  indirect   6.50 

Overhead — controllable   2.33 

Overhead — fixed   2.67 

Selling  costs   2.25 

Delivery  costs   0.67 

Total  26.92* 

Profit  0-08 

Selling  price  27.00* 
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Exhibit  4 

Wilford  Woodruff  &  Co. 
Sales  and  Profit  Statistics 

1928  1929  1930  1931  1932 


Main  plant — Mops — sales  1*  438714 

Yarns — sales  / 

Wick— sales   18,915 

Caulking— sales   19,018 

Wiping  cloths — sales   23,957 

Clotheslines — sales   31,350 

Dish  mops — sales   5,564 

Miscellaneous  sales   859 

Handle  mops — sales  

Total  sales  (main  plant)  $  538,377 

Profit  and  loss  (main  plant)   16,475 

Branch  plant — machined  waste  sales .  .  $  382,724 

Profit  and  loss  (branch)   51,864 

Raw  sales  $  914,828 

Profit  and  loss  (raw)   * 

Bleached  linter  sales  $  294,374 

Profit  and  loss  (bleaching  plant) .  .  .  55,831d 

Total  sales  $2,130,303 

Miscellaneous  charges  to  surplus .  .  .  4,016 

Miscellaneous  credits  to  surplus ....  11,984 

Total  profit  or  loss  for  year   20,476 


( 

$  308,154 

$260,472 

$192,266 

>J>     JWj,OJt  1 

117,296 

69,308 

36,646 

18,002 

11,844 

9,092 

5,330 

23,166 

21,919 

11,490 

6,814 

22,105 

16,978 

12,361 

9,503 

19  ICiA 
Zo,  /U't 

in  109. 

J.O,  JlU 

±1,3/0 

1  fflc 

i,y.o 

1,351 

$  603,408 

$  498,279 

$382,958 

$263,488 

35,754 

8,944 

ll,547d 

5,804d 

$  339,325 

$  255,843 

$177,399 

$  72,418 

21,395d 

117,720d 

95,221d 

22,611d 

$  769,088 

$  393,352 

$274,429 

$  33,520 

* 

* 

12,748d 

$  193,197 

$  116,562 

$  71,440 

$  35,202 

41,749d 

50,868d 

4,006d 

5,640d 

$1,905,018 

$1,264,036 

$906,226 

$404,628 

1,777 

3,317 

41,988 

1,927 

29,167d 

162,961d 

152,762d 

44,876d 

1933         1934  1935         1936  1937 

QSix  Months^) 

Main  plant— Mops— sales  $252,928    $290,219  $298,803   

Yarns— sales                           28,935       25,208  22,907   

Wick— sales                            15,571       20,694  26,709   

Caulking— sales                        9,019       12,120  12,989   

Wiping  cloths— sales                12,381       17,255  25,336   

Clotheslines— sales                    9,514       16,386  28,163   

Dish  mops — sales          

Miscellaneous                          3,238        4,260  48   

Handle  mops — sales  '   3,791   

Total  sales  (main  plant)  $331,586    $386,142  $418,746    $446,014  $255,186 

Profit  and  loss  (main  plant)                       5,902       17,434d  46,105d       8,354d  15,568d 

Branch  plant— machined  waste  sales  $  78,524    $  77,654  $108,642    $132,979    $  76,939 

Profit  and  loss  (branch)                            9,610d       4,091d  2,897        9,551  5,731 

Raw  sales  $  65,627   $  44,142  $  21,799   $  39,377   $  29,823 

Profit  and  loss  (raw)                             4,959d       l,831d  l,670d  _      116d  158 

Bleached  linter  sales  $  44,556    $  44,477  $  19,270    $  1,066   

Profit  and  loss  (bleaching  plant)                 l,838d       5,400d  5,627d  l,147d   

Total  sales  $520,293    $552,415  $568,457    $619,436  $361,948 

Miscellaneous  charges  to  surplus   15,853   

Miscellaneous  credits  to  surplus   5,150   

Total  profit  or  loss  for  year                         26,358d     23,606d  50,505d  66d  9,67^ 

d  Deficit. 

*Not  shown  separately  until  1932;  included  in  branch  plant  profit  and  loss. 
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Exhibit  6 


Wilford  Woodruff  &  Co. 

Comparative  Balance  Sheets 


Dec.  31 

Dec.  31 

Dec.  31 

Dec.  31 

Dec.  31 

Assets 

1928 

1919 

1930 

1931 

1932 

Cash  

$  114,112 

$  90,654 

$  94,808 

$  62,986 

$  6,848 

Accounts  receivable  

191,341 

120,491 

70,241 

53,516 

38,173 

Inventories — Raw  materials  

377,860 

455,003 

249,524 

114,982 

85,616 

In  process  

18,729 

21,153 

12,610 

11,371 

11,372 

Finished  (net)  

88,970 

109,475 

106,147 

69,798 

62,396 

Total  current  assets  

.  .  .  .$  791,012 

$  796,776 

$  533,330 

$  312,653 

$204,405 

Investments  (real  estate  mortgage 

)...$  550 

$  550 

$  550 

$  550 

$  550 

Fixed  assets  (net)  

.  .  .  .  743,137 

733,462 

710,664 

651,001 

641,414 

Supplies  and  prepayments  

49,111 

53,273 

45,974 

43,225 

41,051 

Total  assets  

.  . . .$1,583,810 

$1,584,061 

$1,290,518 

$1,007,429 

$887,420 

Liabilities 

Notes  payable  (banks)  $  400,000 

Trade  accounts  payable   116,507 

Accruals  

Total  current  liabilities  $  516,507 

Capital  stock  $  500,000 

Reserves  

Surplus   567,303 

Total  liabilities  $1,583,810 


$  475,000 
70,926 

$  395,000 
20,343 

$  261,250 
23,765 

$194,750 
15,131 

$  545,926 

$  415,343 

$  285,015 

$209,881 

$  500,000 

$  500,000 

$  500,000 

$500,000 

538,135 

375,175 

222,414 

177,539 

$1,584,061 

$1,290,518 

$1,007,429 

$887,420 

Dec.  31 

Dec.  31 

Dec.  31 

Dec.  31 

June  30 

Assets 

1933 

1934 

1935 

1936 

1937 

Cash  

$  6,204 

$  6,642 

$  12,436 

$  14,396 

$  12,704 

Accounts  receivable  

58,294 

41,734 

41,780 

56,872 

53,492 

Inventories — Raw  materials  

62,970 

32,704 

31,009 

23,608 

30,664 

In  process  

18,321 

22,328 

17,703 

22,021 

20,561 

Finished  (net)  

....  55,190 

56,205 

30,581 

25,814 

26,510 

Total  current  assets  

.  .  .  .$200,979 

$159,613 

$133,509 

$142,711 

$143,931 

Investments  (real  estate  mortgage) .... 

....$  550 

$  550 

$  550 

$  21,550 

$  17,710 

Fixed  assets  (net)  

630,443 

626,042 

321,166 

304,221 

298,964 

Supplies  and  prepayments  

....  29,862 

30,339 

16,556 

16,192 

16,530 

Total  assets  

$861,834 

$816,544 

$471,781 

$484,674 

$477,135 

Liabilities 


Notes  payable  (banks)  

 $180,500 

$175,750 

$175,750 

$168,810 

$162,158 

Trade  accounts  payable  

  30,153 

23,180 

16,216 

13,618 

17,444 

Accruals  

901 

1,722 

3,141 

7,844 

Total  current  liabilities  

 $210,653 

$199,831 

$193,688 

$185,569 

$187,446 

Capital  stock  

 $500,000 

$500,000 

$200,000 

$200,000 

$200,000 

Reserves  

10,607 
67,486 

14,950 
84,155 

14,850 
74,839 

Surplus  

  151,181 

116,713 

Total  liabilities  

 $861,834 

$816,544 

$471,781 

$484,674 

$477,135 

PRESS  EQUIPMENT  CORPORATION 


POSTWAR  PROBLEMS 

In  April,  1944,  John  Dudley,  partner  of  Wideawake  Company,  an 
investment  house,  and  chairman  of  the  executive  committee  of  Press 
Equipment  Corporation,  leading  manufacturers  of  newspaper  and  mag- 
azine presses,  looked  forward  with  the  confidence  that  comes  from  a 
sense  of  accomplishment  to  the  problems  of  the  Press  Equipment  Cor- 
poration. The  company  had  made  no  presses  for  over  two  years;  indeed, 
there  had  been  none  of  its  types  made  in  the  country  in  approximately 
that  time.  Consequently,  the  company  faced  in  the  postwar  period  a 
pent-up  demand  for  its  products  of  a  size  with  which  it  had  rarely  had 
to  deal. 

Yet  the  life  of  a  newspaper  press  was  twenty  years  or  more,  and  the 
executives  of  the  company  knew  that  they  could  not  expect  such  busi- 
ness to  continue  indefinitely.  The  radio  broadcasting  industry,  which 
prior  to  1944  had  made  important  inroads  against  the  newspaper  and 
periodical  fields,  still  had  ahead  of  it  frequency  modulation  broadcast- 
ing, television,  facsimile  reproduction  of  news,  and  other  electronic  de- 
velopments, as  yet  unapplied  to  peacetime  uses.  As  against  these  devel- 
opments, Press  Equipment  Corporation  just  before  the  war  manufac- 
tured for  a  widely-read  pictorial  news  weekly  high-speed  presses  of  new 
and  advanced  design.  The  company  believed  that  the  innovations  rep- 
resented by  these  presses  had  important  applications  in  the  daily  news- 
paper field,  but  production  of  such  presses  was  stopped  by  the  necessity 
for  converting  to  the  war  effort. 

RECORD  IN  WORLD  WAR  II 

In  1944  the  executives  of  the  company  looked  back  on  a  successful 
conversion  to  wartime  production  of  all  their  output,  except  for  repair 
parts  for  their  regular  peacetime  products,  amounting  in  early  1944 
to  about  10%  of  their  total  output.  The  company  had  had  no  rejections 
on  any  of  its  war  contracts  and  had  completed  every  contract  for  a 
variety  of  products  both  as  prime  and  subcontractor  on  or  ahead  of 
schedule,  in  spite  of  substantial  delays  in  securing  raw  materials  and  for 
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other  reasons  outside  its  control.  This  record  had  been  equaled  by  few, 
if  any,  companies  making  similar  or  competing  products. 

During  the  period  of  conversion  to  war  products  the  company  had 
made  a  substantial  reduction  in  its  capital  structure.  In  1938  the  com- 
pany had  "nine  different  types  of  obligations  with  a  face  value,  includ- 
ing interest  and  dividend  arrears,  of  $6,495,892,  which  were  senior  in 
lien  to  the  original  preferred  and  common  stocks."  By  1943  these  ob- 
ligations had  been  reduced  by  $4,746,917,  leaving  only  three  issues 
senior  to  the  original  preferred  and  common  stocks.  "Carrying  charges 
on  these  obligations  have  been  reduced  from  $403,200  annually,  or 
$4.48  per  share  of  original  preferred  stock  to  $94,114  or  $1.05  per 
share."1  In  the  same  period,  taxes  rose  sharply  from  $59,000  to  over 
$5,000,000.  The  company,  with  total  assets  of  $9,532,000,  had  divi- 
dends in  arrears  on  its  original  preferred  stock  since  1925  of  somewhat 
more  than  $7,000,000. 

PRINTING  PRESSES 

Web-perfecting  rotary  presses  used  in  newspaper  work  printed  from 
a  continuous  roll  or  "web"  of  paper  on  both  sides  of  the  paper  at  one 
operation  is  known  as  "perfecting."  Sheets  were  cut  off  from  this  web 
and  delivered  flat  or  folded,  open  on  three  sides  or  two,  pasted  or 
stitched,  or  as  loose  signatures.  A  trade  paper  described  a  new  press  as 
weighing  445  tons,  measuring  85'  X  9'  X  21',  occupying  11  boxcars 
for  shipment,  and  being  composed  of  40,000  parts  weighing  from  4,700 
pounds  to  2  ounces. 

The  chief  technical  feature  of  the  rotary  press  that  made  its  design  a 
specialty  was  the  fact  that  it  had  to  carry  a  fragile  paper  web  at  high 
speeds.  The  critical  problem,  extremely  complicated  and  specialized,  was 
to  secure  uniform  tension  on  all  points  of  the  web  at  all  operating  speeds 
and  during  starting  and  stopping  when  speeds  were  changing  rapidly. 
The  leadership  of  rotary  presses  made  by  Press  Equipment  Corporation, 
which,  together  with  its  predecessor  company,  R.  B.  King  and  Sons,  had 
pioneered  their  development,  had  been  attained  through  patented 
mechanisms  designed  to  insure  positive  synchronization  of  the  different 
parts  of  its  presses  and  through  precision  machine  and  assembly  work 
carried  out  to  close  tolerances.  Manufacturers  of  papermaking  machines 
were  the  only  other  machine  makers  who  faced  design  problems  that 
were  at  all  similar. 


1  Annual  report,  1943. 


PRESS  EQUIPMENT  CORPORATION 


287 


H.  L.  Baker,  writing  in  Cylinder  Printing  Presses2  in  1918  remarked: 

No  one  can  foresee  the  future,  but  if  relief  printing  be  not  superseded  by 
some  other  process  the  probabilities  are  that  it  will  continue  to  be  done  on 
presses  basically  similar  to  those  now  in  use.  Over  half  a  century  of  intense  ap- 
plication to  the  problem  of  improving  the  printing  press  has  raked  the  possi- 
bilities pretty  thoroughly  and  it  is  hardly  probable  that  any  valuable  principle 
of  mechanical  combination  has  been  overlooked.  Changes  in  details  are  con- 
stantly going  on,  however,  and  every  year  sees  improvements  in  method  and  re- 
finements in  construction. 

Up  to  1944  Mr.  Baker's  prophecies  had  been  largely  borne  out. 

Prior  to  1900,  the  King  company  held  most  of  the  basic  patents  in 
the  rotary  press  field  and  had  not  had  serious  competition.  Subsequently, 
competition  developed  chiefly  from  four  smaller  companies,  among 
whom,  and  the  King  company,  price  competition  later  became  very 
keen.  Each  of  them  was  owned  and  managed  by  succeeding  generations 
of  four  different  families,  none  of  whose  members  had  known  each 
other  at  all  intimately  until  the  trade  council  set  up  under  the  National 
Recovery  Administration  brought  them  together  in  the  1930's.  All  of 
these  companies  at  first  made  sizable  profits  because,  once  the  mass  dis- 
tribution of  news  became  possible  through  the  availability  of  large 
quantities  of  inexpensive  paper,  high-speed  presses,  and  means  for  the 
rapid  transmission  of  news,  the  earnings  of  newspaper  publishers  and 
their  outlays  for  equipment  increased  tremendously.  Their  chief  source 
of  revenue  was  advertising;  and,  as  their  circulation  increased,  both 
the  quantity  of  advertising  which  they  could  secure  and  the  price  they 
could  charge  for  it,  which  depended  largely  on  circulation,  went  up. 

ORGANIZATION  OF  PRESS  EQUIPMENT  CORPORATION 

In  1924,  a  relative  of  the  Kings  who  was  an  officer  of  the  North  and 
South  Company,  the  security  affiliate  of  the  North  and  South  Trust 
Company,  a  large  bank,  arranged  to  buy  the  stock  of  the  old  King  com- 
pany from  his  relatives,  to  incorporate  the  company  under  the  name  of 
Press  Equipment  Corporation,  and  to  have  the  securities  of  the  new 
company  sold  to  the  public.  Under  the  plan,  members  of  the  banking 
syndicate  sold  the  bonds  and  preferred  stock  to  the  public  and  kept  about 
a  third  of  the  common  stock,  which  they  placed  in  a  voting  trust  con- 
trolled by  members  of  their  organizations.  A  member  of  the  King  fam- 
ily bought  another  third  of  the  common  stock,  and  the  relative  of  the 


2  H.  L.  Baker,  Cylinder  Printing  Presses  (Typographic  Technical  Series  of  Apprentices, 
Part  I,  No.  7)  (Chicago:  United  Typothetae  of  America,  1918),  p.  43. 
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family  who  had  organized  the  new  company  kept  the  remaining  third. 
In  the  following  year  the  men  controlling  the  company  replaced  the 
then  president,  Thomas  Natick,  with  George  White,  who  had  been  the 
president  of  a  company  which  sold  another  type  of  equipment  to  the 
printing  industry.  His  business  had  been  successful,  and  he  was  reluctant 
to  leave  it  until  he  had  been  offered  a  salary  several  times  Mr.  Natick's. 

OUTLOOK  FOR  THE  INDUSTRY,  EARLY  1  920's 

At  the  time  of  the  company's  incorporation  the  country  had  been 
through  and  had  recovered  from  a  sharp  postwar  depression.  The  possi- 
bilities of  production  techniques  and  organizations  developed  during  the 
war  had  not  been  fully  realized.  Great  expansion  seemed  to  lie  ahead. 
Advertising  revenues,  the  chief  source  of  newspaper  income,  seemed 
bound  to  continue  their  increase.  This  fact,  together  with  the  possibili- 
ties opening  up  in  foreign  areas,  seemed  more  important  than  the  sharp 
drop  in  the  number  of  newspaper  publishers  and  printers  which  had 
already  occurred  in  this  country.  Recent  developments  in  press  manu- 
facturing3 had  greatly  increased  the  speed  of  production  of  papers  from 
the  25,000  to  30,000  papers  an  hour  that  could  be  run  at  the  turn  of 
the  century.  Although  the  speeds  of  later  years,  up  to  60,000  papers  an 
hour,  were  not  yet  in  sight,  printers  were  anxious  to  acquire  the  new 
type  presses. 

No  further  important  technical  improvements  in  presses  occurred 
until  the  early  years  of  the  1930  depression  forced  equipment  manu- 
facturers to  take  further  stock  of  their  position.  Then  unit- type  presses, 
built  to  run  at  even  greater  production  speeds  than  the  type  that  had 
previously  been  popular,  promised  economies.  High-speed  pasters, 
which  enabled  a  new  roll  of  paper  to  be  pasted  to  the  end  of  an  empty- 
ing roll  without  stopping  the  press,  were  further  improvements  of  the 
later  period.  During  the  1920's  the  speed  of  magazine  presses  was  some- 
what limited  by  the  rate  at  which  ink  would  dry.  It  was  not  until  after 
the  middle  1930's  that  this  "bottleneck"  was  broken,  when  driers  added 
to  inks  made  weekly  pictorial  news  magazines  possible  and  promised  the 
developments  in  colored  newspaper  work  that  were  to  be  delayed  by  the 
war. 

PLANT  CONSOLIDATION 

Before  the  1924  reorganization  the  King  company  was  housed  in  old 
buildings  unsatisfactory  from  the  point  of  view  of  economical  manu- 

3  The  technical  aspects  of  the  next  paragraphs  have  been  adapted  from  "Newspaper 
Equipment  Industry  Marches  On,"  American  Pressman,  April,  1939,  p.  29. 
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facmring  operations.  In  1923  it  acquired  a  small  plant  of  another  press 
manufacturer  at  a  nearby  town.  Both  the  new  and  the  old  properties 
were  placed  under  the  first  mortgage  bonds  issued  during  the  reorganiza- 
tion. The  management  intended  to  erect  at  the  new  site  a  modern  one- 
story  factory  with  funds  to  be  derived  from  the  sale  of  the  original 
property,  but  the  real  estate  market  failed  to  sustain  the  level  of  prices 
that  would  have  permitted  this.  Some  years  later  the  company  had  to 
write  off  over  S  1,100,000  on  its  original  property  in  order  to  sell  it. 
Operating  considerations,  meanwhile,  necessitated  some  move  from  the 
old  plant,  and  in  1928  the  company  purchased  a  third  plant  that  was 
for  sale  in  another  part  of  the  same  city  where  its  original  plant  was 
located. 

These  developments  are  more  fully  reflected  in  the  following  state- 
ments : 

Letter  to  Stockholders,  August  29,  1928:  The  old  city  plant,  with  its  different 
floor  levels,  inadequate  lighting,  slow  elevators  and  small  hand  cranes  has  become 
obsolete  for  our  present  type  of  production.  It  is  necessary,  at  the  present  time,  to 
erect  the  finished  presses  in  our  suburban  plant.  As  the  foundry  is  also  located 
there  and  the  old  city  plant  is  not  accessible  by  rail  or  water,  it  is  necessary  to 
carry  heavy  castings  bv  truck  from  the  foundry  to  the  city  for  machining  and 
back  to  the  suburban  plant  for  assembly,  a  total  of  over  fifty  miles. 

An  existing  plant  has  been  found  excellently  adapted  to  our  special  manu- 
facturing requirements  and  well  located  from  the  standpoint  of  labor  and  trans- 
portation. This  plant  occupies  three  city  blocks  and  is  traversed  by  a  railroad 
siding.  The  erecting  floor  is  one  of  the  best  in  the  country,  and  the  plant  will  be 
equipped  with  the  best  machinery  from  the  present  plants,  as  well  as  a  large 
amount  of  new  high-speed  machine-tool  and  laborsaving  equipment.  The  sale 
of  the  old  city  property  has  been  underwritten,  and  the  suburban  plant  will  be 
sold  and  all  operations  transferred  to  the  new  plant  as  rapidly  as  possible. 

The  cost  of  this  plant  consolidation  and  improvement  will  be  financed  by  the 
sale  of  the  old  properties,  by  purchase  money  mortgages  on  the  new  property 
for  an  aggregate  principal  amount  of  S700,000,  and  by  the  issuance  of  S900,000 
principal  amount  of  7%  notes,  due  October  1,  1934,  and  of  a  maximum  of 
25,000  additional  shares  of  the  original  preferred  stock  now  authorized  and  un- 
issued. 

A  careful  study  has  been  made  by  your  officers  and  the  company's  engineering 
staff  of  the  manufacturing  savings  which  should  begin  to  accrue  after  this  pro- 
gram has  been  completed.  It  has  been  estimated  that  such  savings,  based  on  a 
normal  year's  volume  of  business  (without  allowance  for  possible  increased 
business),  should  ultimately  amount  to  more  than  S 800,000  annually. 

Annual  Report,  1928:  Pursuant  to  the  plan  for  the  consolidation  and  im- 
provement of  plant  operations,  the  new  plant  was  purchased  in  November,  1928. 
On  February  26,  1929,  the  old  city  property  was  offered  for  sale  at  public  auc- 
tion; but,  as  there  was  no  bid  that  would  make  it  advantageous  to  cancel  the 
underwriting  contract,  the  company  bid  in  the  property. 
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Although  the  suburban  plant,  located  some  thirty  miles  from  the  new 
plant,  was  offered  for  sale  on  several  occasions,  no  bids  for  it  at  what  the 
company  considered  a  justified  price  were  received.  In  1944  the  com- 
pany was  using  both  plants  to  capacity. 

NEW  TRENDS  IN  THE  INDUSTRY  AFTER  1924 

Evidence  that  the  expectations  of  the  men  who  reorganized  the  King 
company  were  set  too  high  was  not  long  in  forthcoming,  and  during  the 
ten  years  after  1924,  one  event  after  another  occurred  to  depress  still 
further  the  press  equipment  industry's  outlook.  In  1924  the  fact  that, 
as  population  leveled  off,  the  rate  of  increase  in  newspaper  circulation 
would  also  drop  had  not  been  obvious.  Nor  had  it  been  obvious  that,  as 
the  cost  of  presses  increased,  it  became  more  and  more  economical  to 
keep  them  in  use  as  much  as  possible.  During  most  of  the  1920's,  this 
need  for  economical  operation  was  behind  a  large  part  of  the  mergers 
which  occurred  and  brought  morning  and  evening  papers  under  single 
organizations.  Each  such  merger  meant  that  some  secondhand  presses 
became  available  and  could  be  purchased  from  their  new  owners  often 
at  a  fraction  of  their  original  cost.  All  this  greatly  affected  the  market 
for  new  equipment. 

In  the  face  of  declining  income,  competition  between  press  manu- 
facturers became  keen.  Each  of  them  had  had  long-established  contacts 
with  different  publishers  or  printers  who  purchased  equipment  regularly 
from  them;  but  in  the  industry's  lean  years  beginning  after  the  middle 
twenties,  these  established  contacts  did  not  prevent  any  of  them  who 
happened  to  hear  of  a  pending  deal  between  a  printer  and  another  press 
maker  from  submitting  an  estimate  for  the  equipment — as  often  as  not 
at  a  figure  that  made  his  competitor's  prices  appear  out  of  line.  It  was 
relatively  easy  for  their  managements  to  quote  prices  below  cost,  be- 
cause, except  for  Press  Equipment  Corporation,  they  had  to  deal  with  a 
small,  closely  knit  group  of  "family  owners,"  to  whom  the  expediency 
of  short-run  losses  to  establish  long-run  profits  could  be  more  easily  ex- 
plained, than  to  large,  relatively  unmanageable,  groups  of  public  own- 
ers. 

The  industry's  current  income  was  further  reduced  by  the  fact  that 
the  companies  regularly  accepted  their  customers'  notes  in  payment  for 
presses.  As  competition  increased,  the  press  makers  tended  to  extend 
more  and  more  favorable  terms  in  an  effort  to  secure  what  business 
there  was. 

In  the  periodical  field  the  competitive  situation  was  even  further 
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complicated.  Printers,  who  usually  printed  magazines  for  more  than  one 
publisher,  sometimes  sold  their  publishers  a  format  of  unusual  size.  The 
printer  and  a  press  manufacturer  would  then  develop  an  economical 
press  for  magazines  of  that  size.  If  a  publisher  later  became  dissatisfied 
with  services  or  costs  which  he  was  getting  from  his  printer,  he  could 
change  to  another  printer  only  at  the  high  cost  of  having  new  equip- 
ment designed  for  his  size  magazine  or  at  the  expense  of  introducing  a 
new  format  to  his  readers.  This  practice  increased  the  equipment  manu- 
facturers' difficulties  in  achieving  economies  of  quantity  production. 
Beginning  just  before  1930,  newspaper  revenues,  which  finally  de- 

Exhibit  1 

Advertising  Revenues  of  Three  Large  Media:  1927-41 
(In  Millions  of  Dollars) 


All 

All 

All 

Total 

Year 

Newspapers 

Periodicals 

Radio 

Three  Media 

1927  

$724.8 

$305.4 

$  4.1 

$1,034.3 

1929  

797-3 

322.9 

22.8 

1,141.0 

1931  

625.0 

243.6 

47.6 

916.2 

1933  

428.7 

141.0 

48.4 

618.1 

1935  

500.0 

186.1 

79.6 

765.7 

1937  

574.2 

235.9 

117.9 

928.0 

1939  

539.5 

224.5 

130.0 

894.0 

1941  (est.)  

570.0 

245.0 

175.0 

990.0 

Source:  Data  for  1927-41:  Newsprint  Association  of  Canada,  Survey  No.  7,  Further 
Trends  of  U.S.  Newspapers  (Montreal:  The  Association,  July,  1941),  p.  20. 


termined  the  money  available  for  the  purchase  of  new  presses,  were 
seriously  threatened  for  the  first  time  since  the  mass  distribution  of  news 
had  been  possible.  Once  radio  broadcasting  was  developed,  newspaper 
revenues  were  doubly  hit  (Exhibits  1  and  3).  As  circulation  fell  off, 
advertising  rates,  which  depended  on  circulation,  did  also.  The  greater 
speed  with  which  news  could  be  presented  by  radio  and  the  greater  va- 
riety of  entertainment  which  the  radio  offered  to  listeners  tended  to 
reduce  both  the  extent  to  which  the  public  turned  to  newspapers  for 
news  and  the  quantity  of  advertising  which  newspapers  received  relative 
to  the  total  available.  This  condition  of  falling  circulation  and  revenues 
was  reversed,  as  the  war  approached  in  1939  and  1940,  and  advertising 
rates  were  restored.  Moreover,  the  amount  of  revenue  received  from 
circulation  was  increased  by  a  fairly  general  advance  of  subscription 
rates.  Nevertheless,  radio  continued  its  rapid  growth  as  an  advertising 
medium,  to  a  considerable  degree  at  the  expense  of  newspapers. 
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Exhibit  2 


Press  Equipment  Corporation 

Number  and  Circulation  of  Daily  and  Weekly  Newspapers 
and  Periodicals:  1899-1939 


Year 

Number 

Circulation 
(000's  Omitted) 

Daily 

W  e« 

Kly 

Total 

papers 
and  Peri- 
odicals 

Daily 

wee 

kly 

Total 

papers 
and  Peri- 
odicals 

News- 
papers 

News- 
papers 

Peri- 
odicals 

News- 
papers 

News- 
papers 

Peri- 
odicals 

ioyy .... 

2,226 

12,979 

15,102 

34,242* 

1904 .... 

2,452 

15,006 

19,633 

36,227 

1909 .... 

2,600 

15,097 

24,212 

40,823 

1914. .  .. 

2,580 

15,172 

28,777 

50,337 

1919. . . . 

2,441 

13,375 

33,029 

51,902 

1923 .... 

2,271 

6,887 

35,471 

47,861 

1925. . . . 

2,116 

7,568 

37,407 

50,815 

1927 .... 

2,091 

7,760 

41,368 

55,985 

1929 .... 

2,086 

7,075 

1,158 

8,233 

42,015 

18,884 

34,495 

53,379 

1931 .... 

2,044 

6,313 

1,066 

7,379 

41,293 

16,173 

30,781 

46,954 

1933  ... 

1,903 

4,218 

878 

5,096 

37,631 

12,048 

39,365 

51,413 

1935. 

2,037 

5,337 

966 

6,303 

40,871 

15,185 

42,648 

57,833 

1937. . . . 

2,065 

5,839 

954 

6,793 

43,345 

17,287 

56,115 

73,402 

1939. . . . 

2,040 

6,212 

1,109 

7,321 

42,966 

18,295 

55,825 

74,120 

*  Revised. 

Source:  U.S.  Bureau  of  the  Census. 


Further  inroads  on  newspaper  revenue  resulted  from  the  develop- 
ment of  weekly  news  and  pictorial  magazines  (Exhibits  1,  2,  and  3), 
but  the  implications  for  the  Press  Equipment  Corporation  were  entirely 
different  from  those  caused  by  the  radio  industry.  Since  it  made  presses 
for  both  newspaper  and  periodical  printers,  weekly  periodicals  meant 
more  magazine  presses  for  it  to  manufacture,  although  not  necessarily 
more  total  business  in  the  combined  newspaper  and  magazine  fields. 

Exhibit  3 

Trend  of  Earnings  of  Rival  Media:  1928-40 


(Indexes  Based  on  Dollar  Figures) 


Media 

1928 

1932 

1936 

1937 

1938 

1939 

1940 

Newspapers*  

100.0 

54.4 

82.6 

84.5 

52.8 

70.0 

74.7 

Curtis  Publishing  Company  

100.0 

28.8 

32.5 

21.3 

6.6 

10.4 

15.7 

Time,  Inc  

100.0 

422.6 

25.9 

173.7 

493.4 

■  537.7 

N.B.C.  and  Columbia  networksf  

8.1 

100.0 

287.4 

315.4 

277.5 

335.5 

434.9 

*  Based  on  total  net  earnings  for  eight  publishers  of  groups  of  newspapers. 

f  Net  income  before  federal  income  tax. 

Source;  Newsprint  Association  of  Canada,  Survey  No.  7. 
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RECEIVERSHIP 

In  the  face  of  this  general  situation  in  the  industry,  Press  Equipment 
Corporation  paid  no  dividends  on  its  stock  after  its  first  year.  When  divi- 
dends on  the  original  preferred  stock  had  been  deferred  for  a  year,  vot- 
ing control  passed  to  its  holders.  This  brought  no  change  in  the  opera- 
tion of  the  company,  however,  because  the  officers  of  the  banking  group 
who  had  formed  the  voting  trust  of  the  common  stock  solicited  and  ob- 
tained proxies  from  holders  of  the  original  preferred  stock  in  sufficient 
numbers  to  maintain  effective  control  of  the  company  until  1934. 

In  1932,  when  the  general  business  depression  still  further  curtailed 
the  industry's  earnings,  the  company  went  into  receivership.  The  finan- 
cial considerations  leading  up  to  the  receivership  are  best  set  forth  in  a 
legal  decision  rendered  in  a  suit  which  five  stockholders  brought  in 
1936  against  the  company  and  several  of  its  officers,  directors,  and  bank- 
ers. 

The  old  King  company  sold  to  the  present  Press  Equipment  company  all  of 
its  property,  franchises  and  goodwill,  at  a  purchase  price  of  $9,250,000  plus  the 
liabilities  of  the  old  King  company.  The  purchase  of  said  property  was  financed 
by  the  issuance,  in  or  about  October  of  1924,  of  the  following  securities:  (a) 
$5,400,000  of  first  mortgage  6^%  bonds;  North  and  South  Trust  Company  was 
the  Trustee  under  the  mortgage  securing  said  bond  issue;  (b)  75,000  shares  of 
preferred  stock  bearing  a  $4.50  annual  cumulative  dividend,  at  a  price  of  $60  a 
share;  and  (c)  150,000  shares  of  common  stock,  over  \  of  which  were  taken  by 
William  King  in  exchange  for  his  stock  in  the  old  King  company  (another  \ 
was  taken  by  the  man  who  was  responsible  for  organizing  the  new  company), 
and  the  balance  was  distributed  among  North  and  South  Company  and  the  other 
bankers  who  participated  in  financing  the  new  company  in  partial  consideration 
of  their  services  in  organizing  Press  Equipment  and  selling  the  securities  afore- 
said. 

In  August,  1928,  Press  Equipment  issued  to  its  stockholders  $900,000  of  its 
7%  notes  and  15,000  additional  shares  of  its  preferred  stock  to  finance  the  pur- 
chase of  a  new  factory.  Upon  such  purchase  Press  Equipment  also  delivered  to 
the  seller  two  purchase  money  mortgages  aggregating  $720,000.  These  mortgages 
and  notes,  as  well  as  the  first  mortgage  bonds,  were  all  due  and  payable  in  or 
about  October,  1934. 

In  November,  1924,  Press  Equipment  borrowed  $100,000  from  the  North 
and  South  Trust  Company,  without  security.  Further  large  additional  sums  were 
borrowed  thereafter  without  security,  and  on  March  31,  1926,  Press  Equipment 
was  indebted  to  the  North  and  South  in  the  amount  of  $1,710,000.  Between 
1924  and  1926,  Press  Equipment  had  also  borrowed  from  Farmers  and  Mer- 
chants Bank,  the  loan  as  of  March,  1926,  being  $180,000.  In  April,  1926,  Farm- 
ers and  Merchants  demanded  payment  of  its  loan.  Press  Equipment  then  bor- 
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rowed  this  amount  from  the  North  and  South  Trust  Company,  pledging,  as 
security,  certain  customers'  notes  receivable. 

In  or  about  January,  1928,  North  and  South  advised  Press  Equipment  that 
inasmuch  as  it  appeared  that  Press  Equipment's  loan  was  continuous,  with  no 
prospects  of  immediate  payment,  it  desired  Press  Equipment  to  execute  a  special 
loan  agreement  which  provided  for  specific  pledges  of  accounts  and  notes  re- 
ceivable, in  an  amount  equal  to  120%  of  the  indebtedness,  and,  in  consequence 
thereof,  the  loan  agreement  of  January  28,  1928,  was  executed  pursuant  to  au- 
thorization by  the  board  of  directors.  The  indebtedness  of  Press  Equipment  to 
North  and  South  on  January  28,  1928,  was  $2,270,000  for  which  Press  Equip- 
ment executed  a  demand  promissory  note. 

In  or  about  December,  1931,  North  and  South  advised  Press  Equipment  that 
it  was  concerned  about  the  collectibility  of  a  large  part  of  the  pledge  notes  and 
accounts  receivable,  particularly  an  account  with  one  large  publisher  in  the 
amount  of  $1,043,000,  certain  Latin  American  receivables,  as  well  as  some  of 
the  receivables  of  domestic  debtors,  and  suggested  that  Press  Equipment  make 
arrangements  with  certain  finance  companies  to  take  over  the  loan.  Press  Equip- 
ment was  unsuccessful  in  this  respect,  and,  as  a  consequence,  requested  North 
and  South  to  continue  the  loan.  North  and  South  then  requested  that  the  loan 
agreement  be  modified  so  as  to  permit  it  to  retain  all  the  notes  and  accounts  re- 
ceivable then  pledged,  without  any  privilege  on  the  part  of  Press  Equipment  to 
withdraw  receivables  in  excess  of  120%  of  the  amount  of  the  loan  (which 
excess  on  January  30,  1932,  amounted  to  $342,465.50),  as  it  was  permitted  to 
do  under  the  1928  agreement,  and  on  said  date  such  modification  was  agreed 
upon  in  consideration  of  North  and  South's  refraining  from  demanding  payment 
of  its  loans.  Said  modification  was  ratified  by  Press  Equipment's  board  of  di- 
rectors at  its  next  meeting  on  March  17,  1932. 

After  the  receivers  were  appointed,  North  and  South  applied  against  Press 
Equipment's  indebtedness  amounts  it  had  on  deposit  in  various  of  Press  Equip- 
ment's accounts.  In  June,  1932,  North  and  South  returned,  at  the  request  of  the 
receivers,  receivables  in  the  face  amount  of  $342,465.50,  representing  the  excess 
it  held,  as  aforesaid,  on  January  30,  1932.  Under  Federal  Court  order,  the  pro- 
ceeds of  all  receivables  pledged  were  applied  in  reduction  of  the  loan,  which  was 
finally  paid  in  full  in  August,  1933. 

Behind  this  financial  picture  lay  a  drastic  drop  in  sales.  As  the  de- 
cision quoted  pointed  out,  "net  sales  decreased  from  $10,910,613.02 
for  the  year  ending  December  31,  1925,  to  $4,623,535.97  for  the  year 
ending  December  31,  1931."  Behind  this  drop  in  sales  lay  the  trend 
toward  fewer  newspaper  establishments,  already  referred  to,  and  the 
beginnings  of  competition  to  newspapers  from  radio  broadcasting,  to 
be  discussed  in  more  detail  below.  The  great  decrease  in  sales  of  all 
heavy  capital  goods  products  during  the  depression  was,  however,  the 
most  important  factor. 
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REORGANIZATION  IN  BANKRUPTCY,  1935 

The  reorganization  of  the  company  was  completed  in  1935.  Edward 
Wolfe,  a  consulting  engineer,  who  had  been  appointed  operating  officer 
by  the  company's  receiver  and  also  trustee  under  the  Bankruptcy  Act 
of  1933,  was  elected  president.  The  plan  for  reorganization  was  held  up 
by  a  group  of  stockholders  led  by  a  Samuel  Lowe,  who  with  others 
waged  a  long  battle  to  obtain  a  dominant  position  in  the  company.  This 
group  defeated  attempts  to  scale  down  the  company's  capital  structure. 
As  a  result,  the  company  came  out  of  reorganization  with  more  classes 
of  senior  securities  ahead  of  its  original  preferred  and  common  stocks 
than  it  had  had  before  it  went  into  receivership.  The  plan  of  reorganiza- 
tion called  for  holders  of  first  mortgage  bonds  to  receive  6/2%  Class  A 
preferred  stock  in  exchange  for  their  unpaid  interest  coupons,  and  for 
holders  of  7  %  notes  to  receive  7  %  Class  B  preferred  stock  in  exchange 
for  their  interest  claims.  Maturities  of  bonds,  notes,  and  purchase  money 
mortgages  were  extended  and  interest  adjustments  were  made,  and  the 
par  values  of  the  original  preferred  and  common  stocks  were  changed. 

Holders  of  the  first  mortgage  bonds  through  their  Class  A  preferred 
stock  were  given  voting  control  of  the  company's  board  of  directors 
until  interest  had  been  paid  in  full  from  October  1,  1934.  Owners  of 
the  original  preferred  stock  were  given  the  right  to  elect  for  the  same 
period  the  remaining  five  of  the  board's  eleven  directors.  Thereafter, 
until  all  the  arrears  of  dividends  on  the  original  preferred  stock  had 
been  paid,  its  owners  were  to  elect  nine  of  the  board's  directors,  and 
common  stockholders  the  remaining  two.  The  company's  charter  had 
always  provided  that  all  voting  for  directors  was  to  be  cumulative;  that 
is,  if  six  directors  were  to  be  elected  by  the  shares  of  one  class  of  the 
company's  securities,  anyone  controlling  one-sixth  of  the  shares  repre- 
sented at  that  meeting  could  elect  a  director.  The  Lowe  group,  which 
had  proxies  for  two  and  one-half  votes  to  one  held  by  members  of  the 
banking  group,  elected  five  of  the  six  representatives  of  the  bondholders 
on  the  board  and  effectively  broke  the  control  of  the  North  and  South 
banking  group,  which  had  lasted  since  1924.  During  the  next  two  years, 
changes  in  the  company's  board  of  directors  were  frequent.  As  interest 
on  the  first  mortgage  bonds  was  paid  up,  control  of  the  vote  necessary 
to  elect  directors  passed  to  holders  of  the  original  preferred  stock  and 
the  representatives  of  the  Lowe  group  on  the  board  steadily  decreased 
in  number.  In  these  years,  a  total  of  twenty  men  had  for  periods  of  dif- 
ferent lengths  of  time  belonged  to  the  board. 
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CHANGES  IN  MANAGEMENT,  1938-40 

The  next  important  change  in  the  management  of  the  company  came 
in  June,  1938,  when  Mr.  Wolfe  informed  Mr.  Dudley,  who  through 
Wideawake  Company  represented  as  a  director  of  Press  Equipment 
Corporation  an  important  investment  in  its  bonds,  that  the  next  interest 
payments  on  them  probably  would  have  to  be  defaulted.  Mr.  Dudley, 
who  had  formerly  worked  for  a  newspaper  himself,  believed  that  this 
step  would  mean  eventual  liquidation  of  the  company  and  decided  to 
get  into  the  management  picture  more  actively  than  he  had  in  the  past. 
Indeed,  the  partners  of  Wideawake  Company,  who  specialized  their 
investments  in  a  few  companies  whose  stocks  were  not  generally  active 
on  the  stock  exchanges,  were  prepared  to  assume  more  responsibility 
for  the  management  of  the  companies  in  which  they  were  interested 
than  the  usual  investment  house.  Although  conditions  in  the  industry 
were  at  the  low  levels  described  in  the  following  excerpt  from  the  com- 
pany's 1938  annual  report,  Mr.  Dudley  believed  that  the  company  could 
reduce  expenses  sufficiently  to  remain  in  business. 

The  fiscal  year  1937-38  was  one  of  the  worst  years  in  the  printing  equipment 
industry.  There  was  a  decrease  of  74%  in  the  press  sales  (of  the  company)  as 
compared  with  the  previous  year.  Unfilled  orders  as  of  September  30,  1938,  were 
only  $670,000  as  compared  with  $3,786,282  as  of  October  1,  1937.  Total  billings 
were  $644,446  less  than  the  previous  year. 

The  rehabilitation  of  the  company  which  Mr.  Dudley  and  other  offi- 
cers of  the  company  undertook  at  that  time  was  not  completely  worked 
out  for  over  two  years  and  was  complicated  by  the  concurrent  need  to 
change  to  war  production.  One  of  their  first  steps  was  to  reduce  ad- 
ministrative expenses,  which  they  did  by  $250,000.  These  changes 
meant  serious  personnel  adjustments  among  the  company's  senior  exec- 
utives. In  the  next  months,  the  president,  a  vice-president,  an  assistant 
secretary,  and,  somewhat  later,  the  secretary-treasurer  among  others, 
all  resigned.  The  1939  annual  report  of  the  company  stated: 

.  .  .  with  drastic  reductions  in  administrative  and  other  expenses,  it  was 
possible,  despite  the  decline  of  more  than  50%  in  billings  as  compared  with  the 
previous  year,  to  convert  the  operating  loss  of  $274,110.19  into  an  operating 
profit  of  $18,893.75  (before  depreciation  and  interest  charges). 

As  another  important  step,  the  company  arranged  to  sell  its  English 
subsidiary,  Press  Equipment,  Ltd.,  to  a  competitor  who  made  an  offer 
for  it.  The  price  agreed  on  was  an  estimated  $666,000  in  excess  of  the 
$1,614,000  figure  at  which  Press  Equipment,  Ltd.,  was  carried  on  the 
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books  of  the  parent  company.  The  last  installment  of  the  purchase  price 
was  received  in  cash  in  this  country  a  few  days  before  the  German 
armies  marched  on  Poland. 

The  disposition  of  these  funds  was  finally  worked  out  under  a  plan 
whereby  60  %  of  the  proceeds  went  to  the  trustees  of  the  first  mortgage 
bonds  and  the  purchase  money  mortgages  to  be  used  to  retire  a  portion 
of  these  securities.  The  remainder  went  to  the  company  for  additional 
retirements  of  securities  and  working  capital  purposes. 

FURTHER  FINANCIAL  REORGANIZATION 

Another  step  decided  in  1938  was  the  financial  reorganization  of 
the  company.  The  sale  of  Press  Equipment,  Ltd.,  enabled  the  first  big 
step  in  this  direction  to  be  taken,  but  in  the  next  four  years  further  prog- 
ress was  made.  Interest  on  the  purchase  money  mortgages  was  reduced 
from  5/2%  to  4/2%  in  1939,  when  a  payment  against  principal  was 
made.  (These  mortgages  were  later  paid  in  full. )  The  remainder  of  the 
new  7  %  notes  issued  to  general  creditors  at  the  termination  of  the  re- 
ceivership, substantially  retired  in  1941,  was  paid  in  full  in  1942.  The 
old  7%  notes,  after  substantial  purchases  through  tenders  in  1940, 
were  retired  in  1943.  Substantial  purchases  by  the  company  of  first 
mortgage  bonds  were  made  every  year  until  1943,  when  the  entire  issue 
due  in  1944  was  called  at  par  and  refunded  with  a  5  %  issue  sold  in  its 
entirety  to  a  large  institutional  purchaser. 

Over  a  third  of  the  6/2%  Class  A  preferred  stock  was  purchased  on 
tenders  in  1941  and  small  amounts  subsequently.  Over  half  of  the  7% 
Class  B  preferred  stock  was  purchased  in  1942.  Dividends  on  these  two 
issues,  which  had  been  unpaid  since  September,  1937,  were  paid  up  in 
1943. 

Consequently,  in  1944  after  sinking  fund  payments,  the  only  out- 
standing debt  of  the  company  was  its  5^  issue  of  $1,172,000  principal 
amount.  The  senior  preferred  stocks  issues  had  been  reduced  in  size; 
but  dividend  arrears  on  the  original  preferred  stock,  amounting  to 
S7,155,000,  were  still  unpaid.  The  existence  of  this  problem  was  re- 
ferred to  in  the  following  words  in  the  company's  1943  annual  report: 

The  established  financial  policy  of  your  corporation  during  the  past  five  years 
has  been  to  retire  debt  and  thus  reduce  fixed  charges  as  rapidly  as  possible.  This 
policy  has  resulted  in  substantial  advantage  to  the  company  and  its  stockholders. 
As  a  result  of  the  operation  of  this  policy,  however,  no  dividends  have  been 
paid  to  the  original  preferred  or  common  stockholders.  The  problem  of  main- 
taining adequate  working  capital  to  finance  expanding  production,  meet  mount- 
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ing  taxes,  renegotiation,  and  provide  for  the  inescapable  financial  demands 
which  reconversion  to  peacetime  operating  conditions  will  entail,  is  one  that 
requires  careful  and  prudent  consideration.  The  elimination  of  all  interest  and 
preferred  dividend  arrears  places  the  consideration  of  the  problem  of  a  preferred 
dividend  primarily  on  the  basis  of  whether  or  not  to  continue  our  established 
policy  of  reduction  of  debt.  No  action  is  contemplated  by  your  management 
which  might  jeopardize  sound  plans  for  the  company's  future. 

As  has  already  been  said,  the  financial  reorganization  of  the  company 
was  carried  out  chiefly  by  Mr.  Dudley.  When  he  took  an  active  part  in 
the  company's  management,  Mr.  Canby,  Mr.  Wolfe's  successor  as  presi- 
dent of  the  company,  agreed  that  the  chief  responsibility  for  this  aspect 
of  the  company's  problems  should  belong  to  Mr.  Dudley.  Mr.  Canby, 
who  did  not  consider  himself  a  financial  man,  wanted  to  be  free  to  at- 
tend to  operating  problems.  He  had  been  for  many  years  in  the  sales 
department  in  various  capacities,  including  vice-president  in  charge  of 
sales,  and  had  acted  as  executive  vice-president  of  the  company  under 
Mr.  Wolfe.  In  addition,  since  1925  he  had  been  a  director.  Mr.  Dudley 
had  run  most  of  the  financial  negotiations  from  his  own  office.  He  had 
written  part  or  all  of  the  annual  reports  himself  and  had  recommended 
to  the  board  of  directors  the  prices  at  which  the  company  should  pur- 
chase its  securities. 

REVALUATION  OF  ACCOUNTS 

Beginning  in  1935,  partly  under  regulations  of  the  Securities  and  Ex- 
change Commission,  the  management  of  the  company  made  various 
changes  in  the  surplus  and  plant  accounts.  The  changes  resulted  chiefly 
from  steps  taken  at  the  time  the  company  was  incorporated  in  1924. 
At  that  time  the  property  was  appraised  at  $2,200,000  more  than  the 
value  at  which  it  had  been  carried  on  the  books  of  the  predecessor  com- 
pany, and,  in  1939  when  the  increase  resulting  from  the  appraisal  was 
written  off  against  surplus,  no  depreciation  had  been  taken  on  it  for 
a  number  of  years. 

No  further  changes  in  the  basis  of  the  accounts  were  made  until 
1943,  when,  at  the  annual  meeting,  the  stockholders  voted  to  transfer 
the  then  existing  earned  surplus  (deficit)  of  $2,833,193.62  to  capital 
surplus.  As  a  result  of  this,  and  of  operations  during  the  year,  the  com- 
pany's balance  sheet  in  September,  1943,  showed  a  balance  in  earned 
surplus  for  the  first  time  in  thirteen  years. 

The  company's  executives  believed  that  many  of  these  changes  in  the 
company's  accounts  were  dictated  by  the  imperative  necessity  of  re- 
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establishing  its  credit.  In  the  manufacture  of  the  kind  of  equipment 
which  the  company  made,  advance  payments  from  purchasers  were  cus- 
tomary. While  the  Press  Equipment  Corporation  had  been  in  receiver- 
ship, it  had,  of  course,  been  difficult  for  it  to  get  such  payments,  and  for 
several  years  after  the  reorganization  this  condition  had  continued.  Dur- 
ing the  war  period  the  problem  had  not  arisen  to  the  same  extent;  and 
the  executives  thought  that  the  company's  production  record  during  the 
war  would,  more  than  anything  else,  help  it  get  such  payments  in  the 
postwar  period.  Such  payments  would  be  essential;  for,  if  the  company's 
war  work  all  stopped  on  one  day  and  it  began  to  manufacture  presses 
the  next,  it  would  take  at  least  six  months  under  the  best  of  circum- 
stances before  production  on  its  first  press  could  be  completed. 

INVESTIGATION  OF  NEW  PRODUCTS 

As  early  as  1937,  when  business  was  at  a  low  ebb,  executives  of  the 
company  began  to  explore  the  possibilities  of  making  equipment  other 
than  presses.  They  had  been  notified  by  the  Army  that  their  equipment 
was  suitable  for  making  recoil  mechanisms  for  certain  types  of  guns,  and 
the  investigation  of  the  possibility  of  securing  an  order  to  produce  them 
was  one  of  the  first  steps  which  the  executives  took.  The  production  of 
this  item  of  equipment  by  companies  in  this  country  in  the  past  had  been 
discouraging.  The  company  was  awarded  the  first  or  second  educational 
order  entered  into  by  the  Ordnance  Department.  This  first  order  was  for 
5  mechanisms  to  be  completed  in  thirteen  months.  The  company  met 
this  schedule,  although  a  month's  delay  in  delivery  of  essential  material 
occurred.  Before  the  order  was  finished,  the  Army  ordered  225  more, 
delivery  to  be  completed  in  another  eleven  months.  The  company's 
next  order  was  for  660;  and  before  the  emphasis  of  the  Ordnance  De- 
partment was  shifted  from  defensive  weapons  to  offensive  weapons,  the 
company  was  producing  350  a  month  and  was  scheduled  to  produce 
550.  Other  manufacturers  to  whom  the  Ordnance  Department  had  given 
similar  educational  orders  made  slow  progress  in  their  early  attempts 
until  they  had  received  help  from  the  Ordnance  Department's  product 
integrating  committee,  of  which  the  company's  works  manager  was 
chairman. 

) 

WAR  PRODUCTION 

In  1939  the  company  formed  an  industrial  division  under  the  direc- 
tion of  the  sales  manager  to  secure  orders  for  other  wartime  products 
for  the  company.  In  contracting  for  war  work  the  company's  guiding 
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principle  was  to  take  on  items  which  it  could  make  most  efficiently  with 
its  existing  plant  and  equipment.  In  this  way  it  could  get  into  produc- 
tion quickly  and  cheaply.  Its  buildings  offered  room  for  a  large  expan- 
sion over  the  volume  of  its  predefense  business,  so  that  delays  in  getting 
into  production  caused  by  new  construction  were  at  a  minimum.  Under 
the  company's  policy,  delays  in  securing  new  machinery  and  in  training 
skilled  help  were  also  small.  The  company  bought  no  new  equipment 
on  its  own  account,  although,  in  the  spring  of  1944,  nearly  one-third  of 
the  machines  in  its  plants  were  new  ones  owned  by  the  government. 

In  1941  the  company  reported  that  it  was  making  equipment  for  an 
important  manufacturer  of  airplane  engines  and  equipment  under 
several  contracts  and  had  also  made  a  large  number  of  machine  tools 
under  subcontract  to  machine  tool  companies.  On  many  of  these  items 
the  company  attained  production  costs  and  times  well  below  the  stand- 
ards set  by  companies  which  had  manufactured  them  before. 

LABOR  FORCE 

The  company's  labor  force  had  expanded  from  a  prewar  level  of 
about  750  to  about  2,000.  The  backbone  of  the  staff  was  a  group  of 
500  skilled  machinists.  Executives  of  the  company  believed  them  to  be 
as  highly  skilled  as  any  in  the  state,  if  not  in  the  country.  They  said: 
"Although  we  hope  we  don't  have  to  do  either,  it  would  be  easier  to 
train  a  new  management  than  to  train  a  new  labor  force."  The  com- 
pany's apprentice  school  was  one  of  the  oldest  in  the  country;  and 
many  of  the  skilled  men,  as  well  as  foremen,  were  graduates. 

MANAGEMENT 

In  1944  Mr.  Canby  had  eight  men  reporting  to  him:  the  works 
manager,  the  treasurer,  the  sales  manager,  the  heads  of  development 
engineering  and  of  engineering  administration,  the  head  of  the  patent 
department,  the  secretary  of  the  company,  and  the  manager  of  a  sepa- 
rate division  which  manufactured  inserted  tooth  saws. 

SAW  DIVSSION 

The  saw  division  was  run  by  Francis  Jones,  who  had  been  connected 
with  it  for  more  than  forty  years.  It  was  a  profitable  small  business 
employing  250-300  people.  Although  both  the  saw  and  press  divisions 
used  the  same  financial  accounting  services,  the  former  was  run  largely 
as  a  separate  company.  It  had  its  own  sales,  cost  accounting,  factory,  and 
credit  and  collection  departments.  Mr.  Jones  spent  a  great  deal  of  time 
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out  in  his  department  rather  than  in  his  office.  The  success  of  his  part 
of  the  company's  business  is  brought  out  in  the  following  statements 
from  the  company's  annual  reports: 

Annual  Report,  1941:  Continuing  its  growth,  our  saw  division  once  again 
established  a  new  record  high  in  sales  for  the  past  year.  The  splendid  results 
obtained  by  this  division  are  all  the  more  outstanding  when  it  is  realized  that  in 
the  face  of  a  gain  of  only  11%  in  lumber  production  for  the  year  as  compared 
with  the  year  before,  our  saw  sales  increased  65%. 

It  is  also  significant  to  note  that  whereas  lumber  production  for  1941  was 
actually  19%  below  that  of  1929,  our  saw  sales  for  the  year  were  approximately 
90%  ahead  of  the  boom  period  of  the  late  'twenties. 

Annual  Report,  1942:  In  spite  of  the  adverse  conditions  in  the  lumber  indus- 
try the  saw  division  maintained  the  record  of  high  sales  established  in  the  pre- 
vious fiscal  year. 

Total  lumber  production  in  1942  ran  about  4%  below  1941,  while  the  pro- 
duction of  the  smaller  mills  in  the  east  and  south  on  which  our  saw  division  de- 
pends for  the  bulk  of  its  sales  in  inserted  tooth  saws,  bits  and  shanks  was  ap- 
proximately 20%  below  the  year  before. 

WORKS  MANAGEMENT 

Henry  Hunker,  a  vice-president  of  the  company,  was  works  manager. 
Mr.  Hunker  had  been  employed  by  Mr.  Wolfe  and  had  been  works 
manager  nearly  six  years.  As  a  young  man,  he  had  worked  in  the  same 
factory  for  its  previous  owners.  When  they  sold  the  buildings,  he  had 
continued  with  them;  and  he  later  worked  for  a  machine  tool  company 
until  Press  Equipment  Corporation  employed  him  as  works  manager. 
It  was  said  of  him  that  he  had  come  up  the  hard  way  through  the  ma- 
chine shop.  He  had  put  himself  through  night  school.  His  father  was 
a  skilled  machinist  employed  by  the  company.  Executives  in  the  com- 
pany generally  attributed  to  him  a  large  share  of  the  credit  for  the 
company's  war  production  record.  He  was  a  slight  man  with  dark- 
rimmed  glasses  and  a  quick,  nervous  energy  which  never  seemed  to 
burn  out.  Some  executives  called  his  estimate  of  the  work  that  the 
departments  would  need  several  weeks  in  the  future  better  than  the 
information  produced  by  the  scheduling  system.  Mr.  Hunker  secured 
his  information  independently  of  the  scheduling  department  by  keeping 
in  close  personal  touch  with  everything  that  was  going  on  in  the  factory. 

In  addition  to  strictly  manufacturing  problems,  he  had  had,  under 
the  pressures  of  war  work,  to  concern  himself  with  questions  of  design, 
when  the  drawings  submitted  under  a  war  contract  had  needed  im- 
provements to  adapt  them  for  economical  production  and  operation. 
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Such  problems  were  more  concerned  with  matters  of  his  experience  in 
machine  shop  production  than  with  the  background  of  the  company's 
engineering  departments,  specialized  as  they  were  on  printing  machines. 
In  addition,  he  had  participated  in  the  sale  of  many  of  the  company's 
war  products. 

In  addition  to  the  factory  departments  which  were  under  the  factory 
superintendent,  Mr.  Hunker  had  six  department  heads  reporting  to  him: 
personnel,  planning  and  scheduling,  tool  design,  purchasing,  receiving, 
and  inspection.  All  of  them  except  tool  design,  a  new  department 
largely  the  result  of  problems  encountered  in  war  production,  were 
headed  by  experienced  men  of  long  service  in  the  company.  The  oldest 
of  them  was  the  head  of  inspection,  a  man  seventy  years  old,  not  physi- 
cally strong,  but  so  well  versed  in  the  company's  inspection  problems 
that  no  one  capable  of  replacing  him  and  doing  as  satisfactory  a  job  had 
yet  been  found.  Under  the  factory  superintendent,  there  were  fourteen 
production  department  foremen  organized  on  a  functional  basis,  milling, 
lathe,  machining,  assembly,  etc. 

TREASURER 

The  treasurer,  George  Eggleston,  had  been  with  the  company  four 
years.  An  engineer  by  training,  he  had  had  little  treasurer's  office  ex- 
perience before  coming  to  Press  Equipment  Corporation.  He  felt  that 
the  chief  requisites  for  the  job,  however,  were  a  willingness  to  try  to 
"see  that  the  company  got  back  $1.25  for  every  $1.00  it  put  out,"  com- 
mon sense,  and  the  ability  to  work  with  other  departments.  He  had 
previously  worked  for  five  years  as  personal  assistant  to  the  president 
of  a  large,  nationally  known  company  in  another  industry. 

He  had  seven  departments  or  sections  reporting  to  him:  general 
stores,  accounts  payable,  accounts  receivable,  a  tabulating  machine  sec- 
tion which  processed  payrolls  and  cost  reports,  salary  stabilization,  esti- 
mating and  contract  terminations.  The  last  section  pushed  through  the 
collection  of  costs  on  terminated  war  contracts  as  quickly  as  possible 
to  minimize  delays  in  reaching  settlements. 

The  chief  executives  of  the  company  received  several  weekly  reports, 
the  information  on  which  regularly  entered  into  their  thinking  about 
the  management  of  the  company.  The  first  of  these  reports  was  called 
the  "productive  machine  hour  report."  It  showed  for  each  department 
possible  machine  hours,  actual  machine  hours,  and  unused  available 
machine  hours.  It  also  showed  the  last  mentioned  figure  as  a  percentage 
of  total  capacity  for  the  current  week  and  the  previous  week.  This  re- 
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port  was  useful  to  the  top  executives  chiefly  to  help  them  pick  out  the 
departments  where  work  was  falling  off,  and  it  indicated  what  kind  of 
new  contracts  they  should  attempt  to  secure  to  even  out  the  rate  of 
production  in  the  shops. 

The  second  report  going  to  the  top  management  was  known  as  the 
"statistical  payroll  analysis."  This  report  showed  the  total  number  and 
cost  and  the  average  rate  per  hour  of  the  hours  actually  worked  by  direct, 
indirect,  and  nonproductive  labor  in  the  major  divisions  of  the  company. 
The  figure  on  the  rate  per  hour  was  used  by  top  management  in  two 
ways:  They  used  it  as  the  basis  for  charging  indirect  labor  in  estimating 
for  bids  on  new  contracts.  In  this  way  they  could  keep  quotations  in 
line  with  actual  costs.  They  also  used  the  report  to  keep  indirect  labor 
costs  in  line  with  direct  labor  costs.  When  the  indirect  labor  rate  rose 
too  much  over  the  direct,  it  showed  promptly  on  this  report,  and  the 
top  executives  could  initiate  action  designed  to  bring  it  into  line  again. 
Mr.  Eggleston  pointed  out  that  this  method  of  charging  overhead  at  a 
fixed  rate  and  underabsorbing  or  overabsorbing  it  every  month  was 
perfectly  satisfactory  when  the  company  had  made  presses,  because,  in 
that  situation,  all  the  overhead  costs  were  gathered  in  fact  onto  the  one 
product.  He  also  pointed  out  that  it  was  not  so  satisfactory  a  control 
method  under  the  company's  present  diversified  production  and  that  the 
advisability  of  changing  the  procedure  in  view  of  the  temporary  nature 
of  the  current  situation  was  open  to  question. 

The  third  report,  an  analysis  by  departments  of  productive  machine 
hours  lost  through  absences,  showed  for  the  past  week  and  cumulatively 
actual  machine  hours,  total  possible  machine  hours,  and  the  percentage 
lost  through  absences. 

The  fourth  report,  weekly  report  of  orders  and  shipments,  showed, 
in  units,  the  number  of  large  machines  (recoil  mechanisms,  machine 
tools  or  presses)  on  order  at  the  beginning  of  the  week,  new  orders 
during  the  week,  shipments,  cancellations,  and  the  end-of-the-week  bal- 
ance. It  showed,  by  dollar  amounts,  the  orders  accepted,  orders  billed 
out,  and  orders  unfilled  by  different  press  lines  in  the  press  division  and 
by  the  foundry  industrial  and  saw  divisions  for  the  past  week,  the  year 
to  date,  and  for  the  same  period  in  the  previous  year  and  in  an  average 
prewar  year.  In  addition,  the  report  showed  by  the  same  divisions  the 
sales  department's  quotas  (determined  in  the  department  annually) 
for  both  orders  and  billings  for  twelve  months,  for  the  year  to  date,  the 
actual  for  the  year  to  date,  and  the  amount  the  actual  was  over  or  under 
the  quotas.  This  report  also  summarized  changes  in  the  company's  cash 
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account  during  the  week.  This  report  was  a  general  check  on  the  busi- 
ness of  the  company. 

A  machine-shipped  cost  report  also  went  to  the  officers  of  the  com- 
pany. This  report  compared  actual  and  estimated  costs  for  each  machine 
shipped  and  gave  the  manufacturing,  overhead  and  administrative,  and 
selling  costs  charged  to  it. 

Monthly  financial  statements  went  to  the  executive  committee  and 
the  board  of  directors.  While  these  reports  were  in  the  form  of  complete 
balance  sheets  and  operating  statements,  they  were  set  up  to  emphasize 
the  working  capital,  inventory,  plant,  and  surplus  accounts. 

SALES  DIVISION 

The  sales  division  was  in  charge  of  Alfred  Walther.  Although  Mr. 
Walther  had  been  head  of  the  department  for  only  a  short  while,  he 
had  been  in  it  a  considerable  number  of  years.  The  departments  report- 
ing to  him  included  those  selling  repair  parts,  secondhand  equipment, 
auxiliary  equipment,  magazine  presses,  newspaper  presses,  and  industrial 
equipment. 

The  repair  department  had  been  particularly  active  during  the  war 
years  when  it  had  been  impossible  for  publishers  to  secure  new  equip- 
ment. It  had  two  types  of  business.  One  was  the  stocking  of  repair  parts 
to  give  printers  quick  service  and  to  minimize  their  lost  time  from 
breakdown.  The  other  part  consisted  of  reconditioning  or  remaking 
worn  pieces  of  equipment;  sometimes  whole  units  of  presses  were 
handled  in  this  way.  On  such  jobs  the  company  had  little  competition 
and  was  able  to  show  a  reasonable  profit. 

The  company  had  a  large  and  profitable  secondhand  business.  When 
a  newspaper  publisher  in  a  leading  metropolitan  city  decided  to  buy  a 
new  press,  his  present  equipment  usually  still  had  considerable  life  in 
it.  Consequently,  it  was  customary  in  the  trade  for  the  company  which 
was  going  to  make  his  new  press  to  buy  the  old  one  from  him.  The 
company  would  then  recondition  it  and  sell  it  to  publishers  in  smaller 
cities.  In  this  way,  a  press  might  be  owned  by  as  many  as  half  a  dozen 
publishers  before  it  was  finally  scrapped.  The  amount  of  used  equipment 
available  varied  widely  and  greatly  affected  the  market  for  new  presses. 
As  has  been  mentioned,  during  the  1920's,  when  mergers  of  morning 
and  evening  papers  were  numerous,  there  was  a  large  backlog  of  second- 
hand equipment  overhanging  the  market.  In  the  spring  of  1944  the 
stock  of  secondhand  equipment  available  had  been  practically  ex- 
hausted. 
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The  sale  of  auxiliary  equipment  was  also  an  important  part  of  the 
company's  business.  This  equipment  included  reels,  tensions,  pasters, 
mat  rollers,  platemaking  equipment,  etc. 

The  industrial  department,  as  has  been  stated,  was  formed  to  bring 
in  business  other  than  printing  equipment  to  the  company.  Its  early 
efforts  had  been  to  find  business  for  the  foundry  at  the  suburban  plant. 
Later,  the  division's  chief  activity  was  securing  war  work.  The  head  of 
the  department  in  1944  was  a  man  of  thirty-five  who  had  formerly  been 
a  customers'  man  in  a  brokerage  office.  Although  he  had  no  training 
with  machinery,  he  was  energetic  and  personable  and  had  brought  the 
company  several  million  dollars  worth  of  orders. 

The  company  had  sales  branches  in  several  leading  cities.  Some 
salesmen  had  become  specialists  with  one  or  two  large  newspaper  chains 
and  worked  to  become  familiar  with  the  needs  of  the  organization  rather 
than  the  needs  of  a  geographical  territory.  The  company's  salesmen 
were  paid  salaries,  although  in  1937  and  1938  an  incentive  payment 
plan  had  been  tried  unsuccessfully.  The  chief  difficulties  were  two.  In 
the  first  place,  there  was  little  correlation  between  the  size  of  an  order 
and  the  length  of  time  and  effort  required  to  get  it.  An  order  of  several 
hundred  thousand  dollars  was  sometimes  signed  in  a  few  days,  when  a 
much  smaller  order,  opened  at  a  different  stage  of  the  printer's  own 
thinking  about  his  equipment  needs,  might  take  months  of  patient 
efforts.  In  the  second  place,  it  was  almost  impossible  to  define  territories. 
For  example,  the  company's  salesmen  in  an  important  Midwestern  cen- 
ter might  initiate  and  work  out  in  some  detail  the  plans  for  a  new  press 
for  a  local  paper,  which  belonged  to  a  chain.  Final  negotiations  would 
probably  have  to  be  carried  on  in  another  city,  perhaps  in  the  East.  At 
this  point  the  company's  salesman  who  had  the  contacts  with  the  paper's 
head  office  would  have  to  step  into  the  picture,  and,  as  a  result,  it  had 
been  found  difficult  to  allocate  commissions  between  the  two  salesmen. 

ENGINEERING  DEPARTMENTS 

Engineering  was  handled  in  two  departments,  called  "development 
engineering"  and  "engineering  administration."  The  function  of  the 
former  was  to  design  new  presses  and  machines,  whereas,  the  latter 
made  drawings  for  sales  orders,  etc.  For  instance,  development  engineer- 
ing was  currently  trying  to  design  a  standard  frame  for  magazine  and 
newspaper  presses.  The  department  felt  that,  if  it  could  accomplish  this, 
standardization  of  other  parts,  such  as  gears  and  bolts,  might  follow. 
It  had  not  yet  been  fully  able  to  achieve  these  results.  In  fact,  since  each 
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press  was  designed  with  the  needs  of  a  particular  publisher  in  mind, 
special  gears  and  other  parts  often  had  to  be  made  for  each  press. 

PATENT  DEPARTMENTS 

The  patent  department  took  an  important  part  of  Mr.  Canby's  time. 
The  company  itself  had  developed  and  patented  thousands  of  ideas,  but 
the  state  of  the  industry  was  such  that  no  firm  could  hope  to  produce 
all  the  new  ideas.  Not  infrequently,  when  one  company  had  an  original 
idea,  another  would  work  out  a  practicable  way  of  carrying  it  out.  The 
two  ideas  really  needed  to  be  used  together  if  the  customer  was  to  get 
the  best  product.  Mr.  Canby  hoped  that,  if  he  succeeded  in  achieving 
greater  co-operation  within  the  industry,  more  cross-licensing  of  patents 
would  be  worked  out.  Although  he  recognized  dangers  in  this,  he  be- 
lieved that,  as  long  as  it  was  done  with  the  objective  of  giving  the  cus- 
tomer the  best  possible  product,  it  had  many  advantages.  A  large  part  of 
the  time  of  the  patent  department  had  to  be  spent  in  checking  the  pat- 
ents granted  to  other  companies  to  see  that  some  new  development  of 
the  company's  did  not  infringe  on  something  already  patented  and  to 
see  that  its  own  inventions  and  developments  were  stated  so  as  to  receive 
the  broadest  possible  protection. 

EXECUTIVE  VICE-PRESIDENT 

Although  the  company's  charter  had  no  provision  for  an  executive 
vice-president,  Mr.  Canby  had  acted  as  one  under  his  predecessor.  He 
had  been  responsible  for  co-ordinating  the  work  of  the  different  func- 
tional heads  under  him,  putting  into  effect  decisions  made  by  the  man- 
agement, and  seeing  that  they  were  properly  followed  out.  In  April, 
1944,  Mr.  Canby  pointed  out  that  the  problem  of  choosing  a  man  for 
the  position,  particularly  in  view  of  the  company's  past  history,  was 
both  difficult  and  important.  Of  the  executives  currently  at  the  top  of 
the  company,  no  one  except  himself  had  had  operating  experience  in 
more  than  one  of  the  company's  four  major  functions:  development, 
sales,  production,  and  financial  control.  Some  top  executives  thought 
that  this  fact  of  itself  almost  precluded  the  choice  of  a  company-trained 
man  for  the  position.  Furthermore,  the  company  had  had  four  presidents 
in  less  than  twenty  years,  and  each  had  made  more  or  less  extensive 
changes  in  the  men  reporting  to  him,  with  the  result  that  there  had  been 
little  continuity  among  department  heads  and  little  chance  for  anyone 
to  develop  all  around  experience. 

For  different  reasons,  securing  someone  from  outside  the  company 
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was  equally  difficult.  The  uniqueness  of  the  problems  involved  in  the 
development,  sales,  and  production  of  rotary  presses  carrying  a  fragile 
paper  web  meant  that  anyone  from  outside  the  industry  lacked  experi- 
ence and  background.  The  smallness  of  the  industry  and  the  relations 
between  its  members  meant  that  the  hiring  by  one  company  of  execu- 
tives trained  by  another  had  in  the  past  been  likely  to  start  a  chain  of 
events  which  sometimes  had  threatened  to  upset  competitive  conditions 
in  the  industry.  On  the  last  occasion  when  this  had  happened,  Mr. 
Hunker's  predecessor  had  been  hired  by  one  of  the  Press  Equipment 
Corporation's  competitors.  In  1944  this  event  had  been  largely  forgot- 
ten, and  Mr.  Canby  with  his  hopes  of  securing  greater  co-operation 
within  the  industry  was  extremely  reluctant  to  take  any  steps  which 
might,  as  it  were,  leave  new  scores  to  be  settled. 

PRESIDENT 

Mr.  Canby  spent  much  of  his  time  on  the  telephone,  talking,  he 
thought,  about  two-thirds  of  the  time  with  people  in  the  plant  and  about 
one-third  with  people  outside.  He  used  the  telephone  as  much  as  he 
could  to  converse  with  people  in  the  plant  in  order  to  save  his  execu- 
tives the  time  it  took  them  to  get  to  his  office.  On  all  matters  where 
group  discussions  were  necessary,  however,  he  held  conferences.  Some- 
times he  could  achieve  the  same  results  by  asking  two  or  more  of  his 
executives  to  talk  a  problem  over  together  and  let  him  know  their  deci- 
sion. He  thought  that  there  were  relatively  few  decisions  in  the  organiza- 
tion that  were  made  by  him  alone.  As  he  saw  it,  the  head  of  an  organiza- 
tion put  his  final  approval  on  a  decision;  but  in  a  very  real  sense,  most 
decisions  were  to  him  organizational  decisions,  involving  the  thinking 
and  efforts  of  all  the  people  concerned  with  the  particular  problem.  He 
believed  that  one  of  his  important  functions  was  promoting  the  team- 
work of,  and  the  communication  between,  his  immediate  subordinates. 
When  he  had  first  become  president,  he  had  spent  considerable  time  see- 
ing that  matters  were  thoroughly  discussed  by  his  subordinates;  but,  as 
they  got  to  know  his  way  of  working  better,  he  found  that  they  less 
frequently  came  to  him  with  problems  not  considered  from  every  point 
of  view. 

Mr.  Canby  said  that  he  often  thought  through  a  problem  for  himself 
and  then  put  it  up  for  discussion  among  his  executives.  His  action  was 
often  based  on  the  group's  decision,  which  generally  went  along  with 
the  way  he  had  been  thinking  but  sometimes  against  it.  Mr.  Canby  en- 
couraged similar  group  discussion  at  lower  levels  in  the  company. 


308 


POLICY  FORMULATION  AND  ADMINISTRATION 


As  head  of  the  largest  manufacturer  of  newspaper  presses  in  the 
world,  Mr.  Canby  found  that  many  inquiries  came  to  him  from  outside 
the  industry.  For  instance,  recently  a  leading  manufacturer  of  material 
used  with  presses  had  called  him  to  see  what  thinking  the  executives  of 
Press  Equipment  Corporation  had  done  about  adding  to  their  postwar 
line.  Mr.  Canby  had  been  able  to  tell  this  man  that  his  firm  had  been 
considering  the  problem  but  had  not  reached  a  decision.  As  the  discus- 
sion continued,  he  had  been  able  to  explore  the  other  manufacturer's 
thinking  about  the  problem  and  had  found  that  he  was  considering 
expansion  into  the  press  field.  This  conversation  had  resulted  in  other 
calls  for  Mr.  Canby,  who  had  to  inform  both  his  development  depart- 
ments and  his  sales  department  to  be  alert  for  other  information  about 
this  development.  He  believed  that,  if  they  knew  about  it  as  soon  as  he 
did,  it  would  make  their  thinking  about  Press  Equipment  Corporation's 
problems  more  effective  and  would  insure  that  they  would  be  more  alert 
to  the  significance  of  any  chance  remarks  which  engineers  of  other 
companies  or  customers  might  make  at  conventions  or  other  meetings. 

Mr.  Canby,  who  was  well  known  and  highly  respected  in  the  news- 
paper equipment  field  for  his  ability  and  integrity,  believed  that  one 
of  the  important  contributions  which  he  could  make  to  the  company  was 
to  promote  a  better  understanding  of  their  mutual  problems  among 
members  of  its  industry.  He  felt  that,  if  such  an  understanding  existed, 
the  companies  in  the  field  could  make  money  on  a  strict  competitive 
basis  without  the  unsound  pricing  practices  of  the  late  1920's  and  early 
1930's.  The  industry  had  had  no  trade  association  since  the  National 
Recovery  Administration,  but  a  large  part  of  the  time  which  Mr.  Canby 
spent  on  extra-company  affairs  had  to  do  with  laying  foundations  for 
better  relations  within  the  industry  in  the  postwar  years.  Mr.  Canby 
further  believed  that  whatever  progress  he  could  make  along  these  lines 
would  even  more  firmly  establish  his  company's  position  of  leadership 
with  its  customers  by  enabling  it  to  serve  them  better.  He  had  no  ques- 
tion, for  instance,  that  a  sounder  price  structure  in  the  industry  would 
enable  research  and  development  programs  to  be  carried  out  more 
effectively  and  continuously  with  results  that  would  be  a  benefit  to 
publishers  and  printers.  Furthermore,  if  they  were  to  be  able  to  get 
repair  and  replacement  parts  quickly  and  cheaply  and  to  have  repairs 
made  on  their  presses  easily  and  by  the  most  skilled  help,  it  was  to  the 
advantage  of  publishers  and  printers  that  there  be  a  low  turnover  among 
press  manufacturers,  a  condition  which  Mr.  Canby  pointed  out  also 
necessitated  a  relatively  stable  price  structure. 

Mr.  Canby  went  rather  infrequently  into  the  plant  and  the  suburban 
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factory.  He  reasoned  that,  as  long  as  things  were  going  well,  as  shown 
by  results,  he  would  be  wasting  his  time  and  the  company's  money  by 
endeavoring  to  do  less  efficiently  what  someone  else  was  being  paid  to 
do  well. 

Mr.  Canby's  predecessors,  both  men  who  had  come  to  the  company 
from  other  businesses,  had  been  "outside"  men  who  had  spent  most  of 
their  time  on  the  firm's  outside  contacts,  much  of  it  with  customers. 
One  of  them  had  organized  the  company  along  strictly  departmental 
lines  with  each  department's  functions  separated  almost  entirely  from 
the  others  and  with  little  or  no  provision  made  for  an  interchange  of 
ideas  among  them. 

He  believed  that,  on  the  whole,  he  decided,  with  the  help  of  his 
organization,  problems  of  all  but  really  major  company  policy  and  also 
major  sales  strategy.  Problems  of  major  company  policy  went  to  the 
executive  committee  of  the  board  of  directors  or  to  the  board  itself, 
usually  with  recommendations  from  the  committee.  For  another  kind  of 
business,  he  did  not  think  the  president  would  often  have  to  consider 
problems  of  major  sales  strategy;  but  in  his  industry,  where  a  sale 
involving  $100,000  was  usual  and  $300,000  to  $500,000  or  more  not 
infrequent,  and  where  from  one  to  three  years  might  be  necessary  to 
close  an  order,  the  timing  of  the  approach  to  the  business  manager, 
publisher,  owner  or  other  party,  many  of  whom  he  considered  personal 
friends,  was  so  important  that  he  felt  it  necessary  that  he  be  in  on  it. 
His  wide  acquaintance  and  years  of  experience  with  the  users  of  presses 
made  his  advice  on  sales  important  to  the  company,  particularly  as  these 
were  difficult  matters  in  which  to  train  anyone  else.  Also,  since  the 
decision  to  buy  a  new  press  was  usually  made  by  the  head  of  the  custom- 
er's organization  and  always  involved  him,  Mr.  Canby  felt  that  it  was 
fitting  for  him,  as  head  of  his  organization,  to  take  an  active  interest  in 
the  negotiations. 

BOARD  OF  DIRECTORS 

The  board  of  directors  of  the  company  had  had  many  changes  since 
1935.  Some  of  these  had  resulted  from  changes  in  the  voting  power  of 
the  holders  of  the  different  classes  of  the  company's  securities,  as  has 
been  described.  Another  cause  of  the  changes  was  that  the  directors 
were  elected  by  cumulative  voting,  which,  Mr.  Dudley  pointed  out,  in 
effect  meant  that  in  recent  years  anyone  having  7  %  of  the  original  pre- 
ferred stock  could  elect  himself  a  director.  Since  there  were  few  large 
stable  blocks  of  stock  outstanding,  frequent  changes  resulted,  and  the 
board  of  directors  was  likely  to  be  composed  of  people  with  the  interest 
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of  stock  owners  rather  than  industrialists.  Because  of  the  history  of  the 
company's  securities,  top  executives  of  the  company  said  the  thinking 
of  these  interests  was  sometimes  farther  apart  than  was  desirable  for 
the  future  of  the  company  as  a  continuing  organization.  In  the  course 
of  his  efforts  to  reorganize  the  capital  structure  of  the  company,  Mr. 
Dudley  had  called  on  its  important  stockholders.  He  found  groundless 
whatever  hopes  he  had  had  that  there  might  be  sufficient  agreement 
among  them  to  provide  the  basis  for  scaling  down  the  company's  origi- 
nal preferred  and  common  stock.  Under  the  laws  controlling  the  liquida- 
tion of  companies  in  the  state  where  the  Press  Equipment  company  was 
located,  a  minority  stockholder,  if  forced  to  sell  his  interest  could  have 
the  company's  assets  appraised.  He  could  then  secure  payment  in  cash 
of  his  share  of  the  appraised  value.  Officers  of  the  Press  Equipment  com- 
pany knew  that  they  could  not  push  matters  to  this  extent,  because  the 
cash  position  of  the  company  was  not  strong  enough  to  stand  the  dis- 
bursements that  might  be  called  for. 

As  a  partial  solution,  the  management  had  submitted  to  the  stock- 
holders at  their  annual  meeting  in  April,  1944,  a  plan  which  divided 
the  directors  into  three  classes,  only  one  of  which  would  come  up  for 
election  each  year.  The  proposal,  insuring  greater  stability  in  the  top 
management  of  the  company,  was  adopted. 

The  following,  in  addition  to  Mr.  Canby,  Mr.  Dudley,  and  Mr.  Jones, 
who  made  up  the  executive  committee  of  the  company,  were  on  the 
board  of  directors  at  the  beginning  of  1944:  D.  S.  Handley,  the  com- 
pany's counsel;  G.  F.  Clark,  owner  of  important  shipping  interests; 
M.  P.  Tanner,  secretary  and  counsel  for  a  large,  nationally  known  or- 
ganization; S.  B.  Thompson,  an  insurance  man  with  whom  the  company 
did  occasional  business,  who  had  originally  been  elected  to  the  board 
by  the  Lowe  group,  but  a  man  who  subsequently  had  become  impressed 
with  the  work  of  the  management  and  who  had  come  to  support  it; 
F.  S.  Palmer,  original  head  of  the  company's  industrial  department,  at 
present,  vice-president  of  a  large  airplane  manufacturing  company; 
O.  T.  Wing,  the  representative  of  the  owner  of  a  large  block  of  stock; 
and  William  King,  the  only  one  of  the  seven  heirs  of  the  King  estate 
who  had  retained  his  interest  in  the  company.  The  eleventh  member  of 
the  board,  elected  in  1944,  was  Albert  Groves,  vice-president  of  a  large 
bank. 

POSTWAR  PLANNING 

Members  of  the  executive  committee  looked  forward  to  a  period  of 
increased  business  in  the  postwar  years  and,  in  the  spring  of  1944,  were 
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spending  a  large  amount  of  time  on  plans  for  the  period.  They  believed 
that,  as  civilian  goods  became  available,  many  firms  were  going  to  make 
money  but  would  have  difficulty  in  getting  a  worth-while  return  on  it 
if  the  federal  tax  structure  was  not  materially  changed.  They  believed 
the  possibility  of  such  changes  was  remote.  Under  these  circumstances, 
they  believed  expenditures  for  research  and  advertising  offered  the  best 
chances  of  securing  a  return  and  expected  sharply  increased  outlays  in 
these  areas  in  postwar  years.  They  pointed  out  that  increased  advertis- 
ing expenditures  meant  increased  business  for  Press  Equipment  Corpora- 
tion. Executives  of  the  company  fully  believed  that  the  future  of  the 
newspaper  industry  lay  in  colored  publication,  and  they  believed  that 
they  had  already  designed  the  best  presses  to  do  this  work. 

On  most  presses  currently  in  use,  the  ink  was  dried  by  being  absorbed 
into  the  paper  or  by  oxidation  with  relatively  slow  processes.  This  fact 
had  two  effects:  first,  it  meant  that  coated  papers,  which  took  finer  re- 
productions but  on  which  inks  had  to  dry  by  oxidation,  could  not  be 
used  in  newspaper  work  where  speed  was  of  the  first  importance;  and, 
second,  that  the  speed  of  a  press  was  limited  to  the  rates  at  which  ink 
could  be  absorbed  into  paper  or  oxidized;  for  paper  still  wet  with  ink 
could  not  be  folded  without  "smutting,"  nor  could  it  receive  another 
impression.  Since  four  or  more  printings  were  necessary  to  reproduce 
color  effectively,  the  use  of  color  printing  in  newspapers  was  limited 
until  inks  which  dried  by  evaporation  rather  than  by  absorption  or  oxi- 
dation were  developed.  When  this  happened,  it  became  possible  for 
newspapers  to  use  colors  reproduced  by  the  quick  halftone  process;  but 
presses  had  to  be  redesigned  to  permit  use  of  the  additional  equipment 
called  for  by  these  inks.  This  equipment  had  to  perform  one  of  two 
functions:  it  had  to  provide  heat  to  evaporate  the  wet  ink  after  it  had 
been  applied  to  the  paper  (as  in' the  case  of  "hot-set"  inks  used  by  Life 
magazine),  or  it  had  to  provide  hot  ink  which  cooled  after  printing 
("cold-set"  inks,  as  used  for  a  while  by  t(PM').  It  was  the  further  de- 
velopment of  the  possibilities  represented  by  the  manufacture  of  presses 
to  use  these  inks,  and,  as  applied  extensively  in  the  newspaper  field, 
which  executives  of  the  Press  Equipment  Corporation  expected  would 
require  substantial  purchases  of  new  equipment  by  newspaper  printers 
in  the  immediate  postwar  years. 

Many  newspaper  publishers,  Press  Equipment  officers  thought,  were 
afraid  of  color  work.  The  greater  difficulty  of  making  plates,  the  greater 
number  that  had  to  be  made,  the  new  inks  and  papers  that  would  in 
some  cases  be  involved,  the  close  registration  required  in  the  press  work, 
the  longer  time  required  for  making  color  plates  and  for  make-ready, 
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Exhibit  4 


Press  Equipment  Corporation 

Selected  Summarized  Balance  Sheets:  1924-43* 
(Approximate  Only;  000's  Omitted) 


Assets 

7094 

7097 

7090 

703  7 

lyjj 

Cash 

$  ^7 

$        3  1  -L 

3>  43/ 

q>  4U3 

<C  "7QQ 

a  xin 

A  Q~7/1 
4,y /4 

3,U43 

4,157 

1,232 

Inventories  

5  765 

3,593 

4,400 

2  4S4 

2  446 

Total  Current  Assets 

Cl n  49Q 

«   Q  11Q 

$  Q  QH9 

>p  /,U10 

•p  4,4/0 

Plaint  i  Ipq?  npnrpriijfinn  i 

7  <\7R 
/  ,3  /o 

O,  jUO 

/,uyu 

o,yyy 

Aim 

o,iyi 

Other  Assets 

8S 

^9^ 

AQ1 
4y/ 

JOO 

. .$18,092 

$15,937 

$17,317 

$14,512 

$11,053 

Liabilities 

Notes  Payable  

$  720 

$  2,270 

$  2,810 

$  2,640 

$  ... 

Accounts  Payable  

1,425 

422 

654 

178 

263 

Customers  Advances  

566 

751 

866 

246 

930 

Accrued  Liabilities  

452 

354 

363 

311$ 

190 

Taxes  (less  tax  notes)  

Other  Current  Liabilities  "  

97 

235 

120 

330J 

28 

Total  Current  Liabilities  

$  3,260 

$  4,032 

$  4,813 

$  3,705 

$  1,411 

Other  Liabilities  

12 

317 

Special  Reserves  

598 

311 

109 

6\%  First  Mortgage  Bonds  

5,400 

4,773 

4,308 

3,515 

3,805 

Purchase  Money  Mortgages  

180 

700 

598 

525 

yuu 

yuu 

QOA  II 

oo4|| 

New  Notes  

115 

6\%  Class  A  Preferred  Stock  

742 

7%  Class  B  Preferred  Stock  

186 

Original  Preferred  Stocky  

.  5,380 

5,380 

3,600 

3,600 

900 

Common  Stocky  

150 

Paid-in  Surplus  

1,780 

1,780 

Capital  Surplus  

1,795 

5,514 

Surplus  Arising  from  1924  Appraisal  of  Fixed 

Assets  

1,785 

Deficit  (earned  Surplus  Account)  

1,381 

5,281 

Surplus.  

.  3,262 

1,441 

1,107 

Total  Liabilities  

.$18,092 

$15,937 

$17,317 

$14,512 

$11,053 

*  Consolidated  through  1938;  calendar  years,  1924-31;  fiscal  years  ending  September  30,  1935-43. 
f  Included  $545,000  (net)  in  special  accounts  connected  with  sale  of  subsidiary. 

j  Included  interest  and  sinking  fund  installments  due  April,  1932,  which  president's  report  stated  would  not 
be  paid. 

§5%  bonds. 

||  7%  notes  as  amended  in  reorganization  in  1935  and  subsequent  years. 

TNo  par  value,  1924-35;  stated  value  $15  per  share  both  issues,  1929-35;  original  preferred  stock,  par  value 
$10  per  share,  1935-43;  common  stock,  par  value  $1  per  share,  1935-43. 
**  Earned  surplus. 

Note:  The  original  preferred  stock  had  a  voluntary  liquidating  value  of  $70  per  share,  involuntary  $65,  plus 
accumulated  dividends  in  both  cases.  On  September  30,  1943,  total  voluntary  liquidating  value  was  $13,875,000, 
involuntary  $13,395,000,  both  of  which  amounts  exceeded  the  company's  net  worth. 

Source:  Annual  reports  to  stockholders. 

all  seemed  to  them  too  complicated  to  undertake.  But  more  than  that, 
going  to  color  work  meant  entirely  re-equipping  the  pressrooms  of  many 
printers  in  the  industry.  Once  one  paper  took  the  lead,  its  competitors 
would  have  to  follow,  and  the  move  would  mean  that  many  presses 
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Assets                             1938  1939       1940  1941  1942  1943 

Cash  $1,502  $  751  $  543  $1,513  $  2,474  $2,129 

Receivables— Net                                         672  630     1,212  1,227  2,483  1,252 

Inventories                                              1,572  1,476     1,630  3,192  3,035  4,192 

Total  Current  Assets  $3,746  $2,857  $3,385  $5,932  $  7,992  $6,573 

Plant  (less  depreciation)                             4,687  4,135     2,676  2,553  2,526  2,316 

Other  Assets                                            l,162f  591       227  217  508  643 

Total  Assets  $9,595  $7,583  $6,288  $8,702  $11,026  1  $9,532 


Liabilities 

Notes  Payable  $    60  ...  ...   

Accounts  Payable                                         228  $   120  $  222  $  445  $     536  $  244 

Customers  Advances                                    257  217  332  1,375  1,078  980 

Accrued  Liabilities                                      161  188  259  343  363  403 

Taxes  (less  tax  notes)                                    175  ...  92  772  2,107  1,514 

Other  Current  Liabilities                               125  131  126  79  71  245 

Total  Current  Liabilities  $1,006  $  656  $1,031  $3,014  $  4,155  $3,386 

Other  Liabilities                                          96  143  170  191  151 

Special  Reserves                                     ..       67  60  200  200  800  1,055 

6|%  First  Mortgage  Bonds                         3,805  2,572  2,313  2,015  1,841  1,172§ 

Purchase  Money  Mortgages                           412  238  221  199  132 

7%  Notes                                                  884H  884||  590||  554||  446|| 

New  Notes                                                115  115  89  78  32 

6|%  Class  A  Preferred  Stock                         742  742  742  469  462  448 

7%  Class  B  Preferred  Stock                            186  186  186  186  186  85 

Original  Preferred  Stocky                              900  900  900  900  900  900 

Common  Stocklf                                         150  150  150  150  150  150 

Paid-in  Surplus   ... 

Capital  Surplus                                          5,484  4,560  4,560  4,604  4,604  1,744 

Surplus  Arising  from  1924  Appraisal  of  Fixed 

Assets                                               1,479  1,453     

Deficit  (Earned  Surplus  Account)                 5,731  5,076  4,864  3,858  2,833  592** 

Surplus   ^_ujL  —LJ-L 

Total  Liabilities  :$9,595  $7,583  $6,288  $8,702  $11,026  $9,532 


currently  in  use  in  large  cities  would  be  outmoded.  The  expense  of  such 
a  large  scale  re-equipping  of  the  industry  seemed  prohibitive  in  view  of 
the  growing  competition  facing  newspapers.4  Officers  of  Press  Equip- 
ment Corporation  knew  that  publishers  typically  spent  only  about 
twenty  cents  out  of  a  dollar  of  revenue  on  presswork.  They  also  knew 
that,  in  some  leading  cities,  publishers  had  agreed  among  themselves 
not  to  go  into  color  work  without  giving  their  competitors  due  notice. 
Yet,  without  some  such  move,  it  did  not  seem  likely  to  executives  of  the 
company  that  newspapers  could  maintain  their  current  income. 

4  Appendix  2,  p.  318. 
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In  addition  to  uncertainties  in  regard  to  the  nature  of  their  postwar 
market,  executives  of  the  company  believed  that  they  might  face  radi- 
cal changes  in  their  own  industry's  competitive  situation.  They  had 
heard  that  certain  machine  tool  manufacturers,  who  did  not  expect  to 
be  able  to  use  for  peacetime  products  their  expanded  war  production 
facilities,  were  contemplating  manufacturing  printing  presses.  Execu- 
tives of  Press  Equipment  Corporation  were  uncertain  about  how  the 
plans  of  such  companies  had  progressed,  but  they  regarded  the  possibili- 
ties with  real  concern. 

In  spite  of  these  difficulties,  members  of  the  executive  committee  had 
not  stopped  their  postwar  planning  at  a  consideration  of  products  alone. 
They  believed  that,  for  such  planning  to  be  effective,  it  had  to  be  done 
in  terms  of  individual  machines.  In  the  company's  usual  peacetime  busi- 
ness, a  production  run  of  relatively  few  similar  parts  had  been  custom- 

Exhibit  5 

Press  Equipment  Corporation 

Summary  of  Selected  Expense  and  Profit  Data:  1918-43* 
(Approximate  Only;  000's  Omitted) 

DEDUCTIONS  FROM  OPERATING  PROFIT 


Year 

Operating 
Profit 

Depreciation 

Interest 

Income 
Taxes 

Additions 
(Net) 

Net 
Profit 

1918  

$1,740 

$375 

$  69 

$  510 

$  786 

1919  

1,976 

266 

38 

528 

1,144 

1920  

1,253 

275 

23 

179 

776 

1921  

1,764 

325 

23 

320 

1,096 

1922  

2,050 

305 

22 

182 

1,541 

1923  

2,082 

314 

24 

208 

1,536 

1924  

1,264 

308 

126 

69 

$115 

876 

1927  

670 

292 

472 

71 

165t 

1929  

1,432 

352 

526 

108 

284 

730 

1931  

376 

290 

533 

330J 

140 

637f 

1935  

26f 

246 

347 

124 

495t 

1938  

329f 

163 

410 

59 

157 

804f 

1939  

23 

169 

316 

61t 

523f 

1940  

620 

146 

222 

92 

2 

162 

1941  

2,133 

171 

199 

772 

10 

1,001 

1942  

5,819 

182 

172 

3,876 

44 

1,633 

1943  

6,347 

190 

115 

4,440 

17 

1,619 

*  Consolidated  through  1938;  calendar  years,  1918-31;  fiscal  years  ending  September  30,  1935-43. 

f  Loss  or  deduction. 

%  Included  two  years'  British  taxes. 

Source:  1918-23:  letter  to  security  holders  from  Lowe  group,  June  1932,  referred  to  as  "Official  Figures  Fur- 
nished by  the  Company";  1924-43:  annual  reports  to  stockholders. 
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ary;  yet,  for  the  postwar  period,  orders  already  placed  with  the  company 
would  require  runs  three  times  longer.  Longer  runs  would  make  profit- 
able some  reorganization  of  the  company's  machinery  along  mass  pro- 
duction rather  than  job-shop  lines,  and,  when  changes  in  layout  would 
benefit  both  the  war  effort  and  postwar  production,  executives  of  the 
company  were  anxious  that  they  be  accomplished.  For  instance,  they 
were  considering  moving  all  the  equipment  which  took  the  "first  cut" 
on  heavy  stock  or  castings  to  the  suburban  plant.  This  move  would 
greatly  facilitate  the  production  of  war  items  by  reducing  the  weight  of 
the  heavy  materials  which  had  to  be  transported  to  the  finishing  de- 
partments. However,  the  moving  of  the  bulky  and  heavy  equipment 
with  the  crowded  transportation  facilities  of  1944  would  be  difficult  and 
costly.  With  one-third  of  the  machines  in  the  company's  shops  now 
owned  by  the  government,  a  major  rearrangement  of  equipment  would 
be  called  for,  as  soon  as  the  emergency  was  over;  and  this  plan  seemed 
in  the  right  direction,  although,  if  the  company's  postwar  business  did 
not  justify  operating  the  two  plants,  the  costs  of  moving  back  would 
be  high. 

The  sales  department  had  been  active  during  the  war  period  keeping 
presses  in  repair  and  had  worked  out  a  form  of  contract  on  which  the 
company  had  accepted  orders  for  postwar  delivery  about  equal  in  total 
to  the  average  of  a  prewar  year's  business.  The  contract  included  can- 
cellation and  escalator  clauses  which  operated  to  benefit  both  parties. 
One  order  for  over  $1,000,000  had  been  accepted,  and  executives  of 

Exhibit  6 

Press  Equipment  Corporation 

Net  Sales,  Cost  of  Sales,  Administrative  and  Selling  Expense, 
and  Profits:  Years  Ending  September  30,  1936-43 
(000's  Omitted) 


Year 

Net 
Sales 

Cost  of 
Sales 

Gross 
Profit 

Administrative 
and  Selling 
Expense 

Operating 
Profit 

1936  

$  6,391 

$  4,607 

$1,784 

$1,080 

$  704 

1937  

9,114 

6,949 

2,165 

1,108 

1,057 

1938  

5,738 

5,278 

460 

789 

329* 

1939  

2,666 

2,066 

600 

577 

23 

1940  

5,042 

3,652 

1,390 

770 

620 

1941  

8,582 

5,682 

2,900 

767 

2,133 

1942  

5,819 

1943  

21,677 

14,299 

7,378 

1,031 

6,347 

*  Loss. 

Source:  Annual  reports  to  stockholders.  Complete  data  for  1942  and  all  data  for  the  years  prior  to  1936  were 
not  available. 
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the  company  knew  of  another  large  publisher,  none  of  whose  equip- 
ment had  been  replaced  during  the  1930's,  who  would  be  in  the  market 
for  many  millions  of  dollars  worth  of  new  equipment,  as  soon  as  it  was 
available.  This  customer,  in  the  past,  had  bought  most  of  his  presses 
from  the  company,  and  executives  of  the  company  had  every  reason  to 
expect  that  he  would  continue  to  do  so,  although  he  had  not  yet  made  a 
firm  contract. 

In  May,  1944,  the  executive  committee  appointed  Roger  Mallard,  a 
junior  executive  from  the  sales  and  engineering  administration  depart- 
ments, as  assistant  to  the  president  and  chairman  of  the  company's  re- 
conversion committee,  to  be  in  charge  of  reconversion  and  postwar 
planning  activities.  His  selection  was  based  on  the  facts  that  he  had 
shown  himself  highly  capable  and  that  he  was  one  of  the  few  men  in 
the  company  who  had  had  experience  in  sales,  engineering,  and  produc- 
tion. His  job  was  set  up  so  that  he  could  cut  across  organizational  lines 
and  take  responsibility  subject  to  the  approval  of  the  management  for 
integrating  the  plans  of  all  parts  of  the  business,  so  that  the  company 
could  start  to  produce  presses  at  the  earliest  possible  date  after  materials 
and  equipment  were  available.  The  function  of  his  reconversion  com- 
mittee was  to  cover  the  entire  range  of  the  company's  operations,  finan- 
cial, sales  engineering,  development,  manufacturing,  cost  accumulation, 
estimating,  purchasing  and  other  major  operating  methods  and  con- 
trols. The  committee  was  composed  of  the  executives  in  charge  of  manu- 
facturing, engineering,  sales,  and  finance,  with  such  other  key  men  as 
they  might  designate.  It  was  the  thinking  of  the  executive  committee 
that  the  reconversion  committee  would  establish  at  least  the  following 
subcommittees:  scheduling  and  production;  cost  accumulation,  estimat- 
ing, and  methods;  materials,  purchasing,  and  plant  facilities;  and  en- 
gineering and  development.  The  departments  affected  by  decisions  of 
the  committee  were  to  be  held  responsible  for  taking  the  action  agreed 
on. 

APPENDIX  1 
Printing  Presses  and  Printing  Processes 

A.  PRINTING  PRESSES5 

A  printing  press  is  a  machine  for  impressing  inked  types,  or  engravings,  upon 
paper,  cloth,  or  other  material,  thereby  transferring  the  ink  to  the  material.  The 

5  The  following  discussion  of  presses  is  condensed  from  H.  L.  Baker,  Cylinder  Print- 
ing Machines  (Typographic  Technical  Series  of  Apprentices,  Part  I,  No.  7)  (Chicago: 
United  Typothetae  of  America,  1918),  pp.  1-41.  Used  by  permission. 
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essential  thing  is  the  pressure,  since  the  ink  would  not  be  transferred  without 
pressure.  Type  varies  in  height  as  it  becomes  worn.  A  sheet  of  paper  is  uneven 
as  to  its  surface  and  unequal  as  to  its  thickness.  There  must  be  pressure  enough 
to  force  the  ink  into  the  uneven  places  in  the  surface  of  the  paper;  otherwise, 
it  will  touch  only  the  high  places.  The  surface  of  the  paper  must  be  forced  by  a 
sufficient  pressure  against  every  minute  inked  part  of  the  form;  this  is  especially 
apparent  when  the  paper  is  rough,  spongy,  and  soft.  After  the  paper  has  been 
forced  down  to  its  level,  still  further  pressure  is  required  in  order  to  transfer 
to  the  paper  all  the  ink  there  is  on  the  form.  That  is,  the  ink  must  be  set  into  the 
fibrous  structure  of  the  paper  in  order  to  be  perfectly  transferred  from  the  form. 
Everyone  knows  it  is  difficult  to  get  a  clear,  sharp  print  from  a  rubber  stamp. 
Instinctively,  one  presses  harder  in  order  to  transfer  more  of  the  ink  from  the 
stamp  to  the  paper.  One  cannot  give  enough  pressure  because  the  rubber  gives 
way  under  it.  If  the  stamp  were  of  metal,  it  would  stand  up  under  the  necessary 
pressure,  but  to  get  the  required  amount  of  pressure  calls  for  mechanical  aid; 
and  that  is  a  printing  press. 

1.  Rotary  Presses.  In  rotary  presses,  the  printing  is  done  by  two  cylinders; 
one  of  them  carries  the  packing,  or  make-ready,  and  is  called  the  "impression 
cylinder";  the  other  carries  the  form  in  the  shape  of  curved  plates  and  is  called 
the  "plate  cylinder.".  .  . 

The  simplest  form  of  rotary  press  is  the  sheet-feed  rotary,  which  prints  pre- 
viously cut  sheets  of  paper  one  side  at  a  time.  It  does  the  work  of  a  flat-bed  press 
but  much  more  rapidly,  because  there  is  no  heavy  bed  and  form  to  reciprocate. 
It  may  be  a  two-revolution  machine  with  the  impression  cylinder  lifted  for 
every  other  revolution;  or  it  may  print  at  every  revolution.  .  .  .  The  paper  is 
usually  fed  by  an  automatic  feeder,  as  the  speed  of  the  press  is  beyond  the  ca- 
pacity of  hand  feeding.  .  .  . 

A  single  press  prints  8  pages  and  will  deliver  its  product  as  two  4-page  papers 
or  one  8-page  paper. 

A  two- tier  (double-deck)  press  is  two  printing  mechanisms,  one  upon  the 
other.  The  full  capacity  (if  two  plates  wide)  is  16  pages;  it  can  deliver  one  16- 
page,  two  8-page,  etc.  By  running  an  upper  web  of  half  width  it  will  deliver  one 
12 -page  or  two  6-page  papers. 

The  presses  are  built  three-deck,  "four-deck,  or  five-deck,  their  product  being  24 
pages,  32  pages,  and  40  pages,  respectively.  The  purpose  of  building  presses  in 
tiers  or  decks  is  to  get  more  variety  in  number  of  pages  (as  well  as  to  effect 
economies  of  floor  space  for  printers ) .  Sometimes  two  or  more  folders  are  pro- 
vided so  that  the  product  may  all  go  into  one  folder  for  a  many-paged  paper,  or 
part  to  each  folder  for  papers  of  fewer  pages. 

Presses  four  pages  wide  are  built  in  all  these  varying  combinations  as  to  tiers, 
folders,  etc.  A  single  press  four  pages  wide  prints  16  pages  at  each  revolution, 
double-deck  32  pages,  and  so  on. 

Newspaper  web-perfecting  color  work  is  usually  done  on  machines  which 
have  as  many  printing  units  as  there  are  colors.  The  web  is  first  printed  in  black, 
then  passes  on  to  the  yellow,  red,  and  blue  printing  mechanisms,  and  finally  to 
the  folder.  The  slack  and  stretch  of  the  web  between  printings  is  not  sufficient 
to  matter  on  newspaper  work  and  other  printing  done  in  this  manner.  The 
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character  of  the  paper  and  ink  used  makes  for  quick  absorption  and  drying,  and 
the  offset  is  not  enough  to  be  objectionable.  There  is  register  only  at  full  speed, 
when  everything  is  drawn  taut,  and  the  play  of  the  gearing  is  taken  up. 

B.  PRINTING  PROCESSES 

Distinct  from  the  types  of  printing  presses  in  use,  there  were,  in  1944,  three 
separate  processes  of  printing  which  could  be  used  with  modifications  of  any  of 
the  types  of  presses  just  described.  The  three  were  distinguished  by  whether  the 
ink  on  the  form  or  plate  from  which  the  printing  was  to  be  done  was  above, 
even  with,  or  below  the  rest  of  the  plate's  surface. 

1.  Relief  Printing.  In  the  first  case,  the  process  was  known  as  "letter  press" 
or  "relief"  printing,  and  it  was  the  oldest  and  commonest  of  all  forms.  The 
impression  was  made  from  raised  characters,  as  in  typewriting. 

2.  Lithography.  The  second  printing  process,  in  which  the  ink  was  on  the 
surface  of  the  plate  from  which  the  printing  was  to  be  done,  known  as  "lithog- 
raphy," has  not  been  widely  used  in  newspaper  work.  As  contrasted  with  the 
relief  process  of  reproducing  pictures,  it  offered  many  advantages  for  quality 
work,  especially  in  the  reproduction  of  colors,  as  the  entire  printed  surface  of 
the  paper,  not  just  a  series  of  dots,  was  inked.  Consequently,  many  more  varia- 
tions of  shade,  and  texture,  could  be  reproduced.  However,  as  it  took  longer  to 
make  plates  for  lithographic  work  than  for  halftones  and  more  operations  to 
print  the  same  colors,  the  process  was  not  adapted  to  the  close  time  limits  of 
newspaper  printing. 

3.  Gravure.  In  the  third  process,  called  "intaglio"  or  "gravure,"  the  image 
was  sunk  into  the  surface  of  the  plate,  instead  of  being  raised  above  it,  as  in  a 
halftone  cut. 

APPENDIX  2 
Postwar  Outlook  for  Newspapers6 

While  the  market  for  news  has  steadily  expanded,  and  probably  will  con- 
tinue to  expand,  competition  in  the  sale  of  news  has  become  much  more  in- 
tense, particularly  during  the  last  ten  years. 

Until  about  ten  years  ago,  the  principal,  if  not  the  only,  competition  in  the 
sale  of  news  was  between  rival  newspapers.  Since  1930,  however,  radio  and 
the  news-picture  weeklies  have  entered  the  field  on  an  increasing  scale.  Their 
activities  probably  supplement,  and  may  have  stimulated,  newspaper  reading  to 
some  extent;  but  it  now  seems  clear  that,  on  balance,  they  operate  against  news- 
paper reading  and  cause  reduced  circulation. 

In  the  eighteen-year  period  since  1923,  circulations  of  American  daily  and 
Sunday  papers  have  risen  to  three  peaks:  in  1929-30,  in  1937,  and  in  1940,  with 
intervening  periods  of  decline  in  1931-33  and  1938-39.  In  1940  the  total  cir- 

6  The  following  paragraphs  have  been  selected  from  a  study,  Further  Trends  of  U.S. 
Newspapers  (Newsprint  Association  of  Canada,  Survey  No.  7,  July,  1941).  Reprinted 
by  permission. 
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cularion  of  all  daily  papers  was  slightly  under  the  1937  peak  but  about  4  per 
cent  above  1929. 

This  comparatively  robust  record  is  usually  pointed  to  as  an  indication  of  the 
inherent  soundness  of  the  newspaper,  and  it  is  certainly  a  happier  picture  than 
the  trend  of  newspaper  advertising  during  the  same  period.  It  must  be  remem- 
bered, however,  that  there  has  been  a  substantial  increase  in  United  States  popu- 
lation during  the  last  fifteen  years  and  that  the  market  for  news  has  been 
expanding.  It  would  be  remarkable  if  newspaper  circulations  had  decreased. 
No  analysis  of  newspaper  circulations  is  complete  without  considering  per 
capita  trends  and  the  amount  of  news  which  is  being  distributed  by  competing 
media. 

Although  Sunday  circulations  have  shown  a  sustained  advance,  both  absolutely 
and  on  a  per  capita  basis,  daily  circulations  have  tended  to  lag  behind  the  in- 
crease in  population,  particularly  in  the  last  three  years.  This  seems  due  largely 
to  the  relatively  poor  showing  of  evening  circulations,  which  have  had  a  less 
favorable  record  than  morning  papers,  even  since  1929,  both  in  good  years  and 
in  bad. 

All  of  these  figures  indicate  that  the  circulation  of  daily  papers  has  been 
adversely  affected  since  1937  by  certain  outside  factors.  One  of  these  has  prob- 
ably been  the  general  upward  movement  in  circulation  rates  (price  per  copy) 
which  began  in  1938  and  has  continued  to  date. 

There  is  no  way  of  measuring  the  average  increase  which  has  occurred:  but 
a  recent  survey  by  the  A.N. P. A.  showed  that,  during  1939,  rate  increases  were 
made  by  121  newspapers  out  of  1,108  papers  which  reported.  During  1940, 
further  increases  were  reported  by  149  papers  out  of  1,105  which  made  returns. 
There  is  no  doubt  that  a  considerable  percentage  of  all  United  States  newspapers 
have  increased  circulation  prices  during  the  last  three  years.  The  majority  of 
these  increases  were  followed  by  some  loss  of  circulation,  although,  in  most 
cases,  the  losses  were  relatively  small.' 

The  news-picture  periodicals  are  directly  competitive  with  the  newspaper, 
in  both  advertising  and  news.  An  increase  in  their  circulation  is  apt  to  mean 
an  increase  in  their  advertising  revenues  also  and  thus  deal  newspapers  a  double 
blow.  Eor  this  reason,  their  rapid  rise  since  1935  has  probably  been  more 
damaging  than  appears  on  the  surface.  Newspapers  may  be  encouraged  to  see 
signs  that  the  upward  circulation  movement  of  the  news-picture  periodicals  is 
slackening.  The  figures  indicate  that  circulation  of  this  type  of  magazine  may  be 
approaching  the  saturation  point/ 

The  fact,  however,  that  most  of  the  substantial  circulation  gains  of  recent 
years  have  occurred  in  weekly  magazines  means  that  periodical  circulation  trends 
may  be  more  threatening  to  the  newspaper  than  appears  from  the  figures.  The 
tendency  has  been  for  weeklies,  and,  particularly  news-picture  weeklies,  to  re- 
place ordinary  monthly  periodicals  which  offered  less  competition  to  the  news- 
paper.9 

'  Ibid.,  pp.  3  "-39. 
8  Ibid.,  p.  41. 
9 Ibid.,  p.  43. 
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There  are  three  aspects  of  radio  "circulation"  which  affect  the  newspaper: 
first,  the  trend  of  total  sets  in  use,  which  may  be  called  radio's  total  circulation; 
second,  the  average  selling  prices  of  new  sets  and  parts,  which  may  be  called 
radio's  circulation  rates;  and  third,  the  amount  and  quality  of  news  distributed 
by  radio  and  the  extent  to  which  this  affects  newspaper  circulation. 

Total  number  of  receiving  sets  in  use  in  the  United  States  has  risen,  without 
a  halt,  from  1.5  million  in  1923  to  50.1  millions  in  1940.  Up  to  1933,  there  was 
a  corresponding  increase  in  the  number  of  United  States  homes  with  sets;  but 
since  that  year  the  increases  in  total  sets  have  greatly  exceeded  the  number  of 
new  radio  homes.  This  has  been  due  to  the  fact  that  as  soon  as  radio  approached 
a  saturation  point  in  the  number  of  United  States  homes,  the  industry  concen- 
trated on  sales  of  second  sets,  automobile  sets,  portables,  etc.,  and  the  increases 
in  these  categories  during  recent  years  have  been  remarkable. 

A  comparison  of  the  circulation  trends  of  radio,  newspapers,  and  magazines 
since  1929  makes  it  difficult  to  become  optimistic  regarding  the  recent  move- 
ment of  newspaper  circulations.  In  1940  there  were  50.1  million  radio  sets  in 
use  in  the  United  States,  while  the  average  total  circulation  of  daily  newspapers 
was  41.0  million. 

The  use,  as  well  as  the  actual  number,  of  sets  has  increased  to  a  marked  de- 
gree which  means  that  radio  circulation  has  grown  even  more  than  the  above 
figures  show. 

In  addition  to  these  direct  reductions  in  prices,  the  radio  broadcasting  in- 
dustry has  been  able,  through  increased  advertising  revenues,  to  improve  its 
entertainment  and  news  services  to  a  marked  degree,  so  that  the  actual  reduction 
in  circulation  prices  to  the  public  has  been  even  greater  than  the  figures  suggest. 
The  actual  reduction  in  circulation  rates  by  radio  has  been  greater  than  the  re- 
duction by  the  news-picture  periodical  and  contrasts  even  more  forcibly  with 
the  recent  upward  trend  in  newspaper  circulation  rates. 

The  continued  gains  in  the  quantity,  quality,  and  price  value  of  radio  news 
during  recent  years  have  undoubtedly  increased  radio's  share  of  the  news  market. 
In  1939,  a  survey  made  by  Fortune  indicated  that  63.8  per  cent  of  the  American 
people  got  "most"  of  their  news  from  the  newspaper  while  25.4  per  cent  ob- 
tained "most"  from  the  radio.  It  is  almost  certain  that  during  the  last  two  years 
these  figures  have  altered  to  the  detriment  of  the  newspaper.10 

Reduction  in  newspaper  earnings  has  discouraged  new  investment  in  the 
newspaper  business  and  has  tended  to  produce  a  gradual  contraction  of  its 
activities,  chiefly  through  suspensions  and  consolidations.  This  contraction  might 
be  considerably  accelerated  by  a  downward  turn  of  general  business  or  by  any 
action  which  would  prevent  publishers  from  maintaining  their  present  large 
stake  in  radio  stations,  noted  above.11 


10  Ibid.,  p.  45. 

11  Ibid.,  p.  6. 
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Between  January  1,  1946,  and  April  30,  1947,  the  Advance  Aircraft 
Company  lost  approximately  $200,000.  Since  a  substantial  deficit  re- 
sulted, the  company,  to  remain  in  operation,  had  been  forced  to  borrow 
money  on  its  plant  and  equipment  to  factor  its  accounts  receivable  and 
to  secure  field  warehouse  loans  on  both  raw-materials  and  finished-goods 
inventory. 

Operations  during  May,  1947,  however,  had  been  conducted  at  a 
profit  of  $15,700.  Mr.  Ralph  Merit,  president  of  the  company,  believed 
that,  if  additional  capital  could  be  obtained,  the  future  prospects  for 
his  company  were  extremely  promising.  "We  have  had  our  shakedown 
and  have  taken  our  reconversion  losses,"  he  stated,  "whereas  most  com- 
panies have  these  problems  still  facing  them."  Since  the  war,  Advance 
Aircraft  had  developed  and  was  marketing  two  products :  ( 1 )  a  carpet 
sweeper  for  home  use  and  (2)  a  line  of  magnesium  ladders  designed 
primarily  for  industrial  use. 

Conversion  of  Advance's  facilities  from  the  manufacture  of  miscel- 
laneous war  products  to  the  production  and  distribution  of  sweepers 
and  ladders  represented  a  distinct  break  with  past  operations.  In  addition 
to  reconverting  production  operations,  the  company  had  had  to  organize 
a  sales  department  and  arrange  for  the  distribution  and  promotion  of 
its  new  products. 

COMPANY  HISTORY 

Mr.  Merit  had  incorporated  the  Advance  Aircraft  Company  in  1936 
to  manufacture  light  amphibian  planes.  He  made  only  six.  In  prepara- 
tion for  an  anticipated  boom  in  aircraft  production,  he  purchased  the 
assets  of  two  defunct  airplane  companies  in  1939,  thereby  securing 
designs  for  two  biplanes  and  a  monoplane.  Expeditures  of  over  $250,- 
000  for  developmental  work  between  1936  and  1939,  however,  had 
so  impaired  the  company's  financial  condition  that  production  could  not 
be  initiated  on  these  three  planes.  A  voluntary  reorganization  was  ef- 
fected in  1940,  and  approximately  $30,000  of  new  capital  was  secured. 
During  the  same  year,  company  facilities  were  moved  from  the  San 
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Francisco  area  to  a  larger  plant  in  a  small  town  near  Los  Angeles. 

From  1941  through  September  of  1945,  Advance  facilities  were 
utilized  on  war  contracts  with  the  Navy  for  machining  torpedo  parts 
and  with  the  Army  for  the  manufacture  of  glider  fuselages,  ammunition 
cases,  and  miscellaneous  plane  parts.  Mr.  Merit  was  not  successful  in 
securing  any  prime  contracts  for  the  manufacture  of  planes.  Sales  of 
the  company  from  war  contracts  rose  from  $250,000  in  1942  to  a 
peak  of  $2,944,000  in  1945. 

RECONVERSION  TO  CIVILIAN  OPERATIONS 

Advance  Aircraft's  failure  to  secure  plane  contracts  during  World 
War  II  had  convinced  Mr.  Merit  of  the  necessity  of  finding  new  postwar 
manufacturing  fields.  In  the  fall  of  1944,  therefore,  he  gave  his  assistant, 
Mr.  Francis,  the  assignment  of  searching  for  potential  postwar  items. 
The  unexpected  arrival  of  V-E  Day  in  May,  1945,  however,  forced  an 
immediate  decision  with  regard  to  the  selection  of  a  new  product.  At 
that  time  Mr.  Francis  was  considering  two  possibilities:  ( 1 )  a  combina- 
tion toaster  and  percolator  and  ( 2 )  a  carpet  sweeper.  Later  in  the  same 
month,  Mr.  Merit  purchased  from  the  inventor  the  rights  to  manufac- 
ture a  new  type  carpet  sweeper.  From  May  through  December,  1945, 
the  company  completed  all  government  contracts  and  began  to  tool 
up  for  sweeper  production. 

EXECUTIVE  ORGANIZATION 

Mr.  Ralph  Merit,  age  forty-six,  was  president,  treasurer,  and  general 
manager  of  the  Advance  Aircraft  Company  ( see  Exhibit  1 ) .  After 
graduation  from  the  California  Institute  of  Technology,  he  had  worked 
as  an  oil  engineer  for  the  Standard  Oil  Company,  had  served  as  a  de- 
sign engineer  for  a  large  pump  manufacturing  company,  and  for  a 
limited  time  had  sold  securities  for  an  investment  house.  Through  his 
securities  firm,  Mr.  Merit  had  gained  general  interest  in  the  aircraft 
industry,  as  well  as  a  stock  interest  in  Advance  Aircraft's  predecessor 
company.  During  World  War  II,  Mr.  Merit,  as  president  of  Advance, 
spent  a  large  share  of  his  time  in  actively  aiding  the  company's  engineer- 
ing department  to  solve  the  complex  engineering,  tooling,  and  produc- 
tion-scheduling problems  created  by  company  war  contracts. 

Mr.  Merit  stated  that  in  1947  he  was  spending  approximately  two- 
thirds  of  his  time  on  the  sale  of  carpet  sweepers  and  one-third  of  his 
time  on  "softening  up  accounts  payable."  He  called  on  wholesalers  and 
large  retail  stores  on  the  Pacific  Coast  and  directed  promotional  work 
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at  houseware  and  hardware  expositions.  He  had  not  had  previous  con- 
sumer-goods sales  experience. 

Mr.  Francis,  vice-president  of  the  company,  assisted  Mr.  Merit  in 
sweeper  sales  work.  Mr.  Francis,  who  was  several  years  younger  than 
Mr.  Merit,  had  been  actively  associated  with  the  company  since  1942; 
he  had  previously  worked  as  a  machine  tool  salesman,  had  worked  in 

Exhibit  1 

Advance  Aircraft  Company 

Organization  Chart,  1947 

PRESIDENT 

MR.  RALPH  MERIT 


VICE-PRESIDENT 

MR.  FRANCIS 

SALES 


CONTROLLER 

MR.  WILDER 


CHIEF  ENGINEER 

MR.  ARTHUR 


PRODUCTION 

MR.  ALBERT 


SWEEPERS 

MR.  MERIT 
MR.  FRANCIS 


LADDERS 

MR.  FARMER 
MRS.  FARMER 


the  production  department  of  the  Packard  Motor  Car  Company,  and  had 
worked  as  a  securities  salesman.  During  the  war,  he  had  acted  as  the 
company's  liaison  agent  with  the  Navy.  Mr.  Merit  stated  that  Mr. 
Francis,  while  an  excellent  salesman,  was  not  skilled  in  laying  out  or 
in  administering  a  sales  program.  Consequently,  Mr.  Merit  handled  the 
latter  function.  Mr.  Francis'  salary  was  $  1 1 5  a  week,  plus  commissions. 

Whenever  Mr.  Merit  was  away,  Mr.  Wilder,  the  controller,  was  in 
charge  of  the  company.  Mr.  Wilder,  forty  years  of  age,  had  had  experi- 
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ence  in  the  textile  industry,  six  years  of  accounting  and  office  manage- 
ment experience,  and  five  years'  experience  as  a  purchasing  agent  for 
the  Westinghouse  Electric  Company.  Mr.  Merit  considered  Mr.  Wilder 
extremely  capable. 

Mr.  Arthur,  chief  engineer,  had  been  with  Advance  since  1941. 
Although  he  had  not  had  formal  engineering  training,  he  had  had  over 
twenty  years  of  practical  engineering  training  in  the  automotive  parts 
industry.  Before  coming  with  Advance  Aircraft  he  had  been  chief  en- 
gineer of  a  large  carburetor  company. 

Mr.  Albert,  who  was  in  charge  of  the  production  department,  had 
been  a  construction  foreman  before  joining  Advance. 

Mr.  Farmer,  Mr.  Merit's  brother-in-law,  was  in  charge  of  the  ladder 
sales  program;  he  was  assisted  in  this  work  by  his  wife,  who  also 
handled  company  personnel  and  sales  records.  Mr.  Farmer  had  worked 
in  the  company's  engineering  and  purchasing  departments  during  the 
war;  previously  he  had  sold  advertising  space  and  had,  for  a  short 
time,  been  a  securities  salesman.  In  November  of  1946,  he  was  put  in 
charge  of  obtaining  ladder  wholesalers  and,  in  February  of  1947,  had 
been  made  responsible  for  all  ladder  sales  activity. 

CARPET  SWEEPERS 
PRODUCT  DEVELOPMENT  WORK  1 945  AND  1946 

While  the  company  was  completing  production  on  government 
contracts  during  1945,  it  did  a  considerable  amount  of  product  devel- 
opment work  on  the  carpet  sweeper,  inasmuch  as  the  sweeper  design, 
as  originally  purchased,  was  not  satisfactory.  After  this  developmental 
work,  one  hundred  experimental  sweepers  were  manufactured  in  1945; 
these  units  were  sent  to  friends  of  company  officials  for  test  purposes 
to  secure  a  sample  of  consumer  opinion  on  the  new  product. 

Large-scale  sweeper  production  was  started  in  February  of  1946. 
After  a  production  run  of  100,000  units,  the  sweeper  was  again  re- 
designed (May,  1946)  to  overcome  two  major  faults  which  extensive 
consumer  use  had  revealed.  A  brush-comb  was  inserted  to  clean  con- 
tinuously all  hair  and  string  from  the  bristles  of  the  sweeper  brush; 
the  absence  of  this  brush-comb  on  the  original  model  had  allowed 
debris  to  mat  the  bristles  of  the  brush  so  that  it  could  not  clean  effec- 
tively. Another  design  difficulty  corrected  at  that  time  was  the  occa- 
sional tendency  of  the  machine  to  drop  dirt  on  the  floor  rather  than  in 
the  collecting  pan  of  the  sweeper.  In  addition,  company  engineers 
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perfected  and  patented  a  gear  action  which  permitted  the  brush  of  the 
sweeper  to  revolve  continuously  in  the  same  direction  and  at  a  rate 
three  times  faster  than  the  normal  speed  of  competitive  sweeper 
brushes.  With  these  improvements  completed,  full-scale  production 
of  the  sweeper  was  resumed  during  the  last  week  of  May,  1946. 

PRODUCT  CHARACTERISTICS 

Mr.  Merit  believed  his  sweeper  had  five  significant  advantages  over 
other  carpet  sweepers:  ( 1 )  it  was  lighter  in  weight  and  smaller  in  size 
than  competitive  sweepers  and  would,  therefore,  be  easier  for  the 
housewife  to  use  and  would  permit  her  to  clean  under  all  low  furni- 
ture; (2)  it  was  attractively  styled — other  popularly  priced  sweepers 
were  built  along  utilitarian  lines  with  less  style  attention;  (3)  it  was 
equipped  with  an  improved  hanging  and  locking  device  which  per- 
mitted the  sweeper  to  hang  flush  against  a  wall  or  in  a  small  section  of 
a  closet;  (4)  it  utilized  a  patented  gear  action  which  allowed  the  brush 
in  the  sweeper  to  revolve  rapidly  and  continuously  in  one  direction — 
conventional  sweeper  brushes  reversed  direction  as  the  sweeper  was 
pushed  and  pulled;  (5)  it  was  designed  with  a  single  dustpan1  which 
could  be  easily  removed  from  the  top  of  the  sweeper  case.  Most  com- 
petitive sweepers  normally  had  two  dustpans  which  emptied  from  the 
bottom  of  the  sweeper  case. 

COMPETITIVE  SITUATION 

The  carpet  sweeper  industry  had  undergone  a  major  readjustment 
during  the  twenties  and  thirties  following  the  popularization  of  the 
vacuum  cleaner.  The  industry,  although  its  market  had  been  reduced, 
found  an  active  sales  potential  in  three  groups  of  consumers :  ( 1 ) 
families  not  serviced  by  electricity,  (2)  families  without  the  financial 
ability  to  purchase  higher-price  vacuum  cleaners,  and  (3)  families 
which  purchased  a  carpet  sweeper  as  a  supplementary  cleaning  aid  to 
their  vacuum  cleaner  (see  Exhibit  2,  p.  326).  Surveys  conducted  by 
various  national  magazines  indicated  that  approximately  58%  of  the 
37,500,000  American  families  owned  carpet  sweepers  and  that  the  av- 
erage operating  life  of  a  sweeper  was  twelve  years. 

The  Bissell  Carpet  Sweeper  Co.,  with  a  capitalization  of  over  one 
million  dollars,  dominated  the  industry  ( see  Exhibit  3 ) .  An  old  com- 
pany, it  manufactured  a  high-quality  line  of  sweepers,  had  a  well- 

1  Patented  by  the  Advance  Aircraft  Company.  This  patent,  however,  was  being  con- 
tested and  was  the  subject  of  a  lawsuit. 
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Exhibit  2 

Industry  Sales  of  Sweepers  and  Vacuum  Cleaners 
for  Selected  Years 


Year 

Carpet  Sweepers 

Vacuum 

Cleaners 

Unit  Sales 

Dollar  Volume 

Unit  Sales 

Dollar  Volume 

1935  

1,040,000 

$2,125,185 

871,934 

$22,635,103 

1937  

1,203,405 

2,925,000 

1,122,782 

33,016,817 

1939  

1,236,672 

2,930,923 

1,091,835 

41,821,945 

Source:  Consultants'  reports  to  the  Advance  Aircraft  Company. 


Exhibit  3 

Sales  of  Carpet  Sweepers  by  Brand  for  Selected  Years, 

1937-43 


1937 

1939 

1941 

1943 

Bissell  

69.8% 

72.8% 

69.0% 

66.1% 

Wagner  

1.8 

4.5 

Kenmore  

1.2 

1.3 

2.1 

2.4 

Montgomery  Ward  

0.9 

1.4 

Eureka  

2.3 

1.2 

All  others  

29.0 

25.9 

23.9 

24.4 

Source:  Market  analysis  report  submitted  to  Advance  Aircraft  by  company  consultants. 
Statistical  information  based  on  a  study  conducted  by  a  nationally  known  magazine  group. 


organized  distributor  organization,  and  maintained  a  continuing  pro- 
gram of  advertising  and  promotion.  It  enjoyed  a  remarkable  consumer 
acceptance.  Indeed,  buyers  for  major  department  stores  reported  that 
most  housewives  were  not  aware  that  other  brands  of  sweepers  were 
available.  The  brand  name  "Bissell"  had  become  almost  synonymous 
for  carpet  sweeper. 

The  Bissell  company's  aggressive  promotional  campaign  was  made 
up  of  ( 1 )  national  advertising,  ( 2 )  co-operative  newspaper  adver- 
tising, ( 3 )  store  demonstrations,  ( 4 )  direct-mail  campaigns,  ( 5 )  store 
displays,  and  (6)  the  use  of  Bissell  salesmen  in  the  training  of  retail 
sales  personnel.  Mr.  Merit  estimated  that  Bissell's  yearly  expenditures 
for  this  program  were  approximately  $200,000.  The  E.  R.  Wagner 
Company  sponsored  a  limited  national  advertising  campaign.  All  other 
Bissell  competitors,  however,  limited  their  sales  promotion  efforts  to 
giving  store  sales  personnel  a  bonus  of  fifty  cents  or  more  per  unit  sold 
for  pushing  sales  of  their  sweepers. 

Prior  to  World  War  II,  the  Bissell  company  had  manufactured  over 
fifteen  different  models  in  a  retail  price  range  running  from  $2.95  to 
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Exhibit  4 

Retail  Prices  of  Representative  Carpet  Sweepers,  1947 

Name  Price* 
Bissell: 

Grand  Rapids   $6.75 

Vanity   7.90 

Universal : 

Speedwell   8.95 

Sanitray   9.95 

Wagner : 

Milwaukeeian   7.40 

Advance  Aircraft: 

Merit   7.95 

*  In  fair-trade  states. 

Source:  Market  analysis  report  submitted  to  Advance  Aircraft  by 
company  consultants. 

S7.50.  Its  popular  volume  model,  the  Grand  Rapids,  retailed  at  S5.502 
( see  Exhibit  4 ) .  Bissell  had  dominated  the  low-price  and  medium-price 
field  (S3- 00  to  ST. 50)  so  successfully  that  its  competitors  had  largely 
concentrated  in  the  higher-price  field  (S7.50  to  S9.00).  A  majority 
(73^  )  of  sweeper  sales  was  made  in  the  S3. 00  to  S7.00  price  range 
(see  Exhibit  5  ) . 

Exhibit  5 

Retail  Prices  Paid  by  Consumers  for  Carpet  Sweepers  and 
Percentage  of  Housewives  Purchasing  Carpet  Sweepers  in 
Indicated  Price  Bracket 

Price  Range  Percentage 

S3.00   5-0% 

4.00   5.0 

4.50   5.0 

5.00  ."   20.0 

6.00   15.5 

6.50   2.5 

7.00   20.0 

7.50   5.0 

8.00   17.0 

95.0% 

Source:  Market-analysis  report  submitted  to  Advance  Aircraft  by 
company  consultants  in  1947.  Housewives  in  sixteen  states  were  asked 
the  question,  "How  much  did  you  pay  for  your  carpet  sweeper?" 

MANUFACTURING  OPERATIONS 

The  manufacture  of  carpet  sweepers  was  neither  a  precise  nor  a 
difficult  operation.  The  company's  sweeper  did  have  a  more  compli- 

2  Price  increased  to  S6.~5  in  September,  1946. 
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cated  drive-wheel  and  gear  mechanism  than  conventional  sweepers  and 
was,  therefore,  more  expensive  to  manufacture.  Advance  stamped  the 
sweeper-case  and  dirt-pan  assembly  for  the  Merit  sweeper  and  manu- 
factured the  drive- wheel  and  gear  assembly;  the  remaining  parts,  such 
as  the  brush,  handle,  and  rubber  bumper,  were  purchased.  Most  of  the 
operations  could  be  performed  by  unskilled  labor. 

INITIAL  DISTRIBUTION  PLAN  JANUARY-SEPTEMBER,  1946 

Advance  had  originally  marketed  its  sweeper  through  Action  Dis- 
tributors, a  national  association  of  sixty  independent  appliance  whole- 
salers. That  organization  provided  distribution  for  a  variety  of  appli- 
ances, made  by  independent  manufacturers,  under  the  association's 
brand  name  "Action."  Action  wholesalers  maintained  a  buying  office 
in  New  York  City,  which  selected  potential  products  and  also  the 
manufacturers  who  might  supply  them.  Each  association  member 
stocked  inventories  of  all  Action  products  and  distributed  them  to  retail 
stores. 

Mr.  Merit  had  believed  that  this  arrangement  would  provide  Ad- 
vance with  national  distribution  for  its  sweeper  without  the  expense 
of  maintaining  a  large  sales  and  promotion  department. 

In  September  of  1946,  however,  the  Action  buying  omce  became 
hesitant  about  taking  the  last  50,000  sweepers  on  its  then  current 
contract  with  Advance  (see  Exhibit  6).  At  that  time,  many  Action 
wholesalers,  as  well  as  the  retail  stores  which  they  served,  were  heavily 
stocked  with  Action  sweepers.  Furthermore,  older,  well-established 
competitive  carpet  sweeper  companies  had  succeeded  by  this  time  in 
producing  sufficient  sweepers  to  supply  their  large  wholesalers  and 
dealers  on  an  allotment  basis.  Retail  outlets,  therefore,  hesitated  to 
stock  additional  sweeper  lines  which  were  not  made  by  nationally 
known  firms.  Hence,  Action  wholesalers  had  difficulty  in  increasing 
the  number  of  retail  stores  which  carried  Action  sweepers.  Moreover, 
stores  which  had  sold  the  first  Action  models  produced  without  the 
sweeper  brush-comb  and  other  improvements  made  in  May,  1946,  were 
reluctant  to  restock  even  the  improved  Action  sweeper. 

FORMATION  OF  THE  ADVANCE  SALES  ORGANIZATION 

Mr.  Merit  stated:  "Since  Action  was  looking  out  only  for  its  interests, 
I  decided  in  September,  1946,  to  market  my  sweeper  under  the  brand 
name  'Merit'  through  my  own  sales  organization.  The  Action  contract 
expired  in  December,  1946,  which  gave  us  several  months  to  establish 
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a  distributor  group  for  our  sweeper."  There  were  no  production  prob- 
lems in  the  change-over;  the  labels  on  the  machine  were  merely 
changed  from  "Action"  to  "Merit." 

Mr.  Francis  was  immediately  assigned  to  secure  Merit  sweeper  ac- 
counts with  large  department  stores  and  with  wholesalers  who  serviced 
furniture  shops,  appliance  stores,  and  other  retailers.  Mr.  Merit  worked 
with  Mr.  Francis  in  selling  potential  accounts  whenever  he  had  avail- 
able time.  The  Merit  sweeper  was  priced  at  $7.95,  one  dollar  less  than 
the  Action  sweeper.  Distributors  received  a  50%,  and  retailers  a  33%, 
discount  from  sales  price;  department  stores  received  a  40%  discount. 
During  the  last  quarter  of  1946,  Merit  sweeper  shipments  totaled 
65,314  units. 

FURTHER  PRODUCT  IMPROVEMENT 

An  increase  in  the  availability  of  China  bristle  in  December  of  1946 
permitted  improvement  of  the  brush  used  in  the  Merit  sweeper;  all 
sweepers  shipped  after  January  1,  1947,  were  equipped  with  China 
bristle  brushes.  Sweepers  taken  from  inventory  with  the  old  model 
brush  had  to  be  reworked  before  shipment  at  a  cost  of  fifty  cents  per 
unit.  "The  new  brush  improves  the  sweeper  so  much,"  Mr.  Merit  stated, 
"that  we  felt  it  was  the  only  thing  to  do." 

MARKET  ANALYSIS 

On  the  recommendation  of  a  company  materials  supplier,  Advance 
engaged  a  market-consulting  firm  in  December,  1946,  to  analyze  the 
market  for  carpet  sweepers  and  to  determine  the  possibilities  for  Ad- 
vance Aircraft  in  this  field. 

The  consultant's  report  (February,  1947)  noted  that  "the  sweeper 
market  had  long  been  ready  for  a  second  large  supplier,  as  it  is  evident 
that  no  other  manufacturer  is  really  trying  to  give  Bissell  any  active 
competition.  As  little  as  10%  of  the  business,  or  180,000  sweepers, 
would  put  Advance  in  a  well-established  second  place.  .  .  ."  To  meet 
competition,  the  report  suggested  that  Advance  "(1)  establish  con- 
sumer acceptance  of  its  product,  (2)  sell  its  product  on  a  competitive 
price  basis — preferably  in  the  $7.00  class,  and  (3)  inaugurate  a  plan 
of  jobber  and  dealer  promotion." 

Mr.  Merit  believed  that  to  him  the  primary  value  of  the  report  lay 
in  its  clarification  of  the  retail  source  of  sweeper  sales.  He  said  that  a 
popular  misconception  had  been  that  most  sweeper  sales  were  made 
through  furniture  stores  (see  Exhibit  7).  He  decided  (February,  1947) 
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to  concentrate  Merit  sweeper  sales  activity  on  the  hardware  market, 
although  sales  to  department  stores  would  be  made  wherever  possible. 
Established  sweeper  manufacturers,  while  covering  the  department 
store  field,  were  not  yet  able  to  fill  all  demands  from  outlets,  such  as 
small  hardware  and  appliance  dealers.  Hardware  wholesalers,  in  many 
cases,  were  dissatisfied  with  the  allotment  treatment  which  they  had 

Exhibit  7 

Industry  Sales  of  Carpet  Sweepers  by  Source 


Department  stores   62% 

Hardware  stores   13 

Home  furnishing  stores   11 

Furniture  stores   9 

Miscellaneous   5 


Source:  Market-analysis  report  submitted  to  Advance  Aircraft  by 
company  consultants,  1947. 

received  from  older  sweeper  manufacturers  and  were  receptive  to  the 
idea  of  handling  the  Merit  sweeper. 

RETURN  OF  COMPETITIVE  MARKET  IN  1947 

Real  competition  had  returned  to  the  carpet  sweeper  industry  by 
February  of  1947.  Large  chain  stores  had  reintroduced  sweeper  models 
in  the  $5.00  price  range,  and  price-cutting  began  to  appear  among 
unfamiliar  brands. 

When  Merit  shipments  dropped  to  2,139  units  in  February,  1947, 
Mr.  Merit  personally  took  charge  of  sweeper  sales  activities.  He  as- 
signed ladder  sales  to  Mr.  Farmer.  Mrs.  Farmer,  in  addition  to  her 
personnel  duties,  was  placed  in  charge  of  sales  administrative  work. 
To  help  Mr.  Francis  get  wider  distribution  with  hardware  distributors 
and  department  stores,  Mr.  Merit  began  to  spend  from  one-half  to 
two-thirds  of  his  time  visiting  wholesalers  and  large  retail  stores. 

"In  my  campaign  to  secure  additional  department  store  accounts," 
Mr.  Merit  stated,  "I  was  continually  running  into  the  'dirty  wash'  left  by 
the  1946  Action  and  Merit  sweeper  sales."  To  maintain  cordial  relations 
with  the  three  largest  department  stores  in  San  Francisco,  Los  Angeles, 
and  Portland,  Mr.  Merit  replaced  the  older,  less  effective  1946  Merit 
and  Action  sweepers  with  the  1947  Merit  sweeper  (with  China  bristle 
brush).  He  was  not  certain  whether  these  stores  would  generally  re- 
order the  new  Merit  sweeper,  although  one  reorder  had  been  received 
from  the  San  Francisco  department  store.  Other  department  stores, 
although  not  requesting  replacements  or  refunds,  did  not  want  to 
stock  the  improved  Merit  sweeper  immediately. 
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Another  difficulty  which  Mr.  Francis  and  Mr.  Merit  encountered  in 
attempting  to  secure  wider  sweeper  distribution  was  price-cutting  on 
both  the  Action  and  the  1946  Merit  sweepers.  Advance  had  protected 
the  Merit  sweeper  price  in  1946  under  fair-trade  contracts,  but  this 
policy  had  not  proved  successful;  enforcement  of  the  price  maintenance 
agreements  was  both  difficult  and  costly.  Price-cutting  on  Action 
sweepers  first  appeared  during  January  and  February  (1947),  with 
prices  dropping  to  S4.95  in  many  cities.  By  May  and  June,  price-cutting 
had  started  again  on  both  the  Action  and  the  1946  Merit  sweepers; 
prices  dropped  to  lows  of  $3.00. 

Although  he  could  not  be  certain,  Mr.  Merit  believed  that  these 
two  periods  of  price-cutting  would  clear  out  wholesale  and  retail  stocks 
of  Actions  and  1946  Merit  sweepers.  He  had  not  heard  of  any  price- 
cutting  on  1947  Merit  sweepers. 

In  an  effort  to  promote  further  sweeper  sales,  Advance  had  mailed 
to  wholesalers  and  retail  stores  during  April  and  May  several  thousand 
four -page  color  circulars  describing  the  advantages  of  the  Merit  sweeper. 
Shortages  of  working  capital  prevented  the  company  from  carrying  on 
further  similar  promotional  efforts. 

As  of  June  30,  1947,  Advance  had  150  sweeper  accounts,  90%  of 
which  were  wholesale  outlets.  These  wholesalers  normally  carried  in- 
ventories of  the  products  which  they  handled  for  distribution  to  hard- 
ware and  appliance  retailers.  With  a  few  exceptions,  however,  whole- 
salers handling  Merit  sweepers  did  not  carry  them  in  stock.  They 
merely  took  orders  and  sent  them  on  to  Advance  for  shipment.  Sweeper 
sales  in  1947  ranged  between  1,500  to  7,000  units  a  month.  Mr.  Merit 
hoped  to  raise  this  total  to  15,000  a  month,  or  approximately  10%  of 
total  industry  sales. 

"tidy"  sweeper  contract 

Since  sales  were  not  as  high  as  anticipated,  Mr.  Merit  stopped  pro- 
duction of  the  Merit  sweeper  (May,  1947)  until  the  plant  inventory  of 
finished  units  was  reduced.  To  keep  his  facilities  and  labor  force  em- 
ployed, he  contracted  with  the  Dean  Company  to  assemble  a  sweeper 
which  that  company  was  planning  to  introduce.  That  company's  "Tidy" 
sweeper,  which  retailed  for  $8.95,  was  of  conventional  design. 

During  May  and  the  first  week  in  June,  Advance  assembled  Tidy 
sweepers  at  a  rate  of  1,200  to  1,600  units  a  day.  Dean  supplied  all 
component  parts  for  the  sweeper  with  the  exception  of  the  sweeper 
case,  which  Advance  fabricated.  Advance  also  packed  and  stored  the 
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assembled  sweepers  until  shipment  was  direaed  to  specific  Dean  ware- 
houses. 

This  arrangement  v.- as  mutually  advantageous.  The  Dean  Company 
had  neither  the  manufacturing  facilities  nor  the  critically  short  steel 

O  J 

supplies  to  fabricate  the  sweeper:  its  outlets  were  anxious  to  introduce 
the  Tidy  sweeper  as  rapidly  as  possible.  The  contract  gave  Advance 
an  opportunirv  to  keep  its  production  facilities  occupied  and  to  use  its 
monthly  steel  allotments.  If  the  allotments  were  not  used,  Mr.  Merit 
stated,  the  company  would  lose  them;  and  having  them  was  an  im- 
portant competitive  advantage. 

Advance  had  completed  assembly  and  had  shipped  25.000  sweepers 
out  of  a  total  contract  order  of  100.000  units  when  customer  complaints 
made  evident  the  need  for  a  brush-comb  on  the  Tidv  unit.  Assembly 
operations  were  stopped  earlv  in  June,  to  be  resumed  when  the  rede- 
signed sweeper  could  be  assembled. 

The  Dean  Company  was  extremely  pleased  with  the  work  of  the 
Advance  company.  That  rami,  a  la:  re.  rmanciailv  strone  company, 
manufactured  a  high  percentage  of  the  household  goods  which  it  sold 
nationally.  Its  manufacturing  facilities  and  labor  force  were  limited, 
however,  and  company  officials  did  not  want  to  expand  them  in  19-4". 
Consequently.  Dean  was  subcontracting  seme  o:  its  manuracturinr 
work. 

MAGNESIUM  LADDERS 

PRODUCT  DEVELOPMENT 

In  the  spring  of  1946.  while  the  above-described  sweeper  program 
was  being  developed,  the  company's  engineering  department  began  to 
experiment  with  the  possibilities  of  manuf  acturing  a  welded  magnesium 
ladder.  Using  the  accumulated  wartime  experience  of  Advance  with 
steel  welding,  plus  extensive  postwar  experimentation  with  magnesium 
welding,  the  company  developed  a  line  of  magnesium  ladders.  This 
line  was  exhibited  at  the  annual  housewares  show  held  in  New  York 
City  in  September  of  1946  and  created  considerable  industry  interest. 

A  limited  line  of  Advance  magnesium  ladders  was  introduced  in 
November.  1 9—6.  By  Tune.  19-±~.  ladders  were  beine  manufactured 
in  four  styles  and  twenty  sizes:  standard  ladders  (5  sizes),  extension 
ladders  (4  sizes),  orchard  ladders  (7  sizes),  and  stepladders  (4  sizes). 
Advance  ladders  were  impervious  to  weather,  were  urerroor.  were 
durably  constructed  for  long  service,  and  were  light  in  weight. 
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COMPETITIVE  SITUATION 

Competition  for  lightweight  metal  ladders  came  primarily  from 
wooden  ladders  manufactured  by  numerous  companies  serving  local  or 
regional  areas.  Typical  prices  and  weights  on  24-foot  extension  ladders 
were:  magnesium,  $49.50  (weight,  30  pounds);  aluminum,  $42.00 
(weight,  32  to  45  pounds);  and  wooden,  $17.50  (weight  48  to  63 
pounds).  Since  lightweight  metal  ladders  cost  appreciably  more  than 
wooden  ladders,  Advance  believed  that  its  primary  market  lay  among 
industrial  users.  Such  customers  considered  factors  other  than  price  in 
purchasing  equipment.  During  1947,  however,  a  competitor  of  Ad- 
vance had  introduced  aluminum  household  stepladders  at  prices  slightly 
higher  than  those  prevailing  for  wooden  and  steel  household  models. 

Competition  for  "Advance"  magnesium  ladders  within  the  light- 
weight metal  ladder  field  came  from  four  manufacturers  of  aluminum, 
ladders.  Advance  was  the  only  producer  of  magnesium  ladders.  The 
largest  of  these  four  companies,  organized  in  1930,  was  currently  man- 
ufacturing approximately  thirty  types  of  aluminum  ladders,  including 
fire  ladders,  marine  ladders,  ship  gangways,  and  airplane  loading  lad- 
ders. Magnesium's  primary  competitive  advantage  was  its  light  weight; 
it  had  less  than  two-thirds  the  weight  of  aluminum  for  equal  volume. 
Its  primary  disadvantage  lay  in  its  cost.  Magnesium  extrusions  used  in 
ladder  construction  cost  48  to  76  cents  a  pound,  whereas,  comparable 
aluminum  ladder  extrusions  cost  about  40  cents  a  pound. 

MANUFACTURING  OPERATIONS 

Assembly  of  the  ladders,  with  the  exception  of  welding  the  rungs 
to  the  side  sections,  was  a  simple  production  operation.  Extruded 
magnesium  strips  and  tubing  were  purchased  in  stock  lengths  from 
suppliers.  These  sections  were  then  cut  into  desired  lengths,  the  rungs 
welded  to  the  side  pieces,  several  finishing  operations  performed,  and 
the  ladder  was  complete.  The  company  believed  that  substantial  ma- 
terial savings  could  be  effected  if  magnesium  extrusion  equipment, 
costing  $100,000,  was  purchased.  During  May  and  June,  1947,  the 
company  was  manufacturing  approximately  thirty  ladders  a  day. 

LADDER  SALES 

From  November,  1946,  to  April,  1947,  Advance  ladders  were  dis- 
tributed through  a  limited  number  of  hardware  wholesalers  to  retailers. 
Wholesalers  received  a  discount  of  50%  and  retailers  33/3%  from  list 


ADVANCE  AIRCRAFT  COMPANY 


335 


price.  Mr.  Farmer,  in  attempting  to  secure  additional  distributors,  met 
with  limited  success.  "Magnesium  ladder  prices  were  high,  and  the 
wholesalers  didn't  push  them;  consequently,  our  sales  were  lower  than 
anticipated,"  he  noted.  One  wholesaler  had  informed  Advance  that  the 
ladders  had  created  so  much  interest  he  had  had  to  take  them  off  the 
display  floor;  the  exhibit  had  kept  his  salesmen  busy  answering  ques- 
tions, yet  buyers  were  reluctant  to  order  the  ladders  because  of  the  cost. 

In  April,  to  lower  ladder  prices,  Advance  reduced  its  combined 
wholesaler-retailer  discount  to  20%;  this  reduction  brought  the  retail 
price  of  a  24-foot  extension  ladder  down  to  $49.50,  almost  competitive 
with  an  aluminum  ladder  of  the  same  size.  At  the  same  time, 
Mr.  Farmer  instituted  a  direct-mail  campaign,  sending  out  3,400  form 
letters  and  circulars:  2,700  to  California  fruit  growers,  300  to  breweries, 
and  400  to  miscellaneous  companies.  In  addition,  he  planned  to  resume 
limited  trade-paper  advertising  in  magazines,  such  as  the  Industrial 
Equipment  News,  Practical  Builders,  and  American  Fruit  Grower  dur- 
ing the  fall  of  1947.  These  magazines  had  been  used  during  a  limited 
advertising  campaign  conducted  in  November  and  December  of  1946. 

As  a  result  of  the  April  discount  reduction,  only  three  of  the  com- 
pany's wholesale  accounts  remained  active.  In  addition  to  these  whole- 
salers, Advance  ladders  were  sold  by  ten  manufacturers'  representatives. 
"Some  of  these  representatives  have  done  exceptionally  well,"  Mr. 
Farmer  stated.  "Others,  for  some  unknown  reason,  have  not."  He 
believed  that  manufacturers'  representatives  who  sold  factory  and  mill 
supplies  were  excellent  sales  agents  for  Advance  ladders.  "These  men," 
he  continued,  "sell  the  maintenance  departments  on  the  advantages  of 
the  ladder,  which  helps  to  overcome  the  purchasing  agent's  reluctance 
to  buy  a  new  high-price  item."  The  company  had  received  numerous 
inquiries  from  other  manufacturers'  representatives  who  were  inter- 
ested in  handling  Advance  ladders.  Mr.  Farmer  stated,  however,  that 
it  was  difficult  to  choose  agents  who  would  actually  push  the  ladders, 
and  he  had,  therefore,  not  taken  on  a  large  group  of  these  men.  On 
June  30,  1947,  Advance  had  three  hundred  ladder  accounts,  75%  of 
which  were  reorder  customers. 

Results  of  the  direct-mail  campaign  were  not  successful.  A  few 
orders  had  been  received  from  orchard  managers,  and  Mr.  Farmer  ex- 
pected more  orders  to  come  in  during  August  for  the  fall  harvest.  A 
considerable  number  of  ladder  inquiries,  however,  were  received  each 
day  from  trade  advertisements  which  had  been  run  during  the  fall  of 
1946;  the  percentage  of  orders  secured  from  these  inquiries  was  high. 
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In  addition  to  standard  ladder  orders,  Advance  received  numerous  re- 
quests for  the  manufacture  of  special-purpose  magnesium  ladders — for 
example,  ladders  for  the  outdoor  awning  crew  of  a  large  Los  Angeles 
department  store.  The  company  filled  such  orders  but  did  not  solicit 
them.  A  high  percentage  of  Advance's  $10,000  to  $15,000  monthly 
ladder  sales  came  from  the  two  latter  sources. 

In  June,  Advance  had  delivered  three  experimental  special-service 
stepladders  to  the  research  department  of  a  large  Pacific  Coast  utility. 
These  ladders,  jointly  designed  by  the  utility  and  the  Advance  engi- 
neering department,  had  been  favorably  received  by  officials  of  the 
utility.  If  the  tests  on  the  ladder  were  successful,  the  utility  company 
had  advised  Mr.  Merit  to  expect  substantial  orders  with  shipment  dates 
in  the  second  quarter  of  1948.  Furthermore,  acceptance  of  the  ladder 
by  the  Pacific  Coast  utility  would  open  up  the  possibility  of  additional 
orders  from  other  utilities  affiliated  with  that  firm. 

Mr.  Farmer  said  the  possibilities  for  magnesium-ladder  use  were 
tremendous,  and  he  hoped  that  Advance  would  expand  its  ladder  line 
rapidly.  "An  excellent  start,"  he  continued,  "could  be  made  in  the 
adaptation  of  these  ladders  for  fire-fighting  equipment." 

PLANT  AND  EQUIPMENT 

The  Advance  plant  was  of  brick  and  steel-beam  construction  with 
138,000  square  feet  of  floor  space.  The  building,  one  of  a  group  of 
three,  had  been  originally  constructed  in  1920  for  a  large  manufactur- 
ing firm.  When  the  latter  company  became  bankrupt,  the  three  build- 
ings were  sold:  one  to  the  Advance  company,  one  to  a  machine  tool 
firm,  and  one  to  a  rapidly  expanding  West  Coast  paper  specialty  firm. 

The  five-story  Advance  building  was  in  excellent  repair,  with  modern 
freight  elevators  capable  of  handling  heavy  and  bulky  materials.  In 
addition,  Advance  had  installed  an  overhead,  powered  conveyor  system, 
connecting  all  floors,  which  could  be  used  for  any  assembly  operations. 
In  1947  the  replacement  cost  of  the  plant  and  facilities  had  been 
appraised  by  the  American  Appraisal  Company  at  $850,000  net  after 
depreciation. 

The  first  floor  of  the  building  was  occupied  by  a  machine  shop  and 
sheet  metal  department.  The  machine  shop,  which  had  handled  a  great 
deal  of  Navy  precision  machining  work  during  the  war,  was  currently 
idle.  It  contained  sixty  machine  tools,  including  lathes,  drill  presses, 
milling  machines,  shapers,  and  grinders,  which  had  been  furnished  to 
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the  company  by  the  government  for  war  work.  The  sheet  metal  unit 
equipment  included  thirty-four  hydraulic  presses;  four  of  these  presses 
were  used  in  the  carpet  sweeper  manufacturing  process. 

The  second  floor  included  storage  facilities  for  magnesium,  a  mag- 
nesium welding  department,  and  a  ladder  assembly  unit.  Mr.  Arthur 
had  redesigned  and  improved  the  company's  welding  equipment  to 
handle  all  types  of  magnesium  welding  work.  He  had  tooled  the  ladder 
unit  for  a  daily  production  of  one  hundred  and  fifty  ladders. 

The  third  floor  was  occupied  by  the  finishing  department,  the  sweeper 
spot  welding  unit,  and  a  spray  painting  and  infra-red  paint  drying 
department.  A  section  of  the  fourth  floor  had  been  set  up  as  a  final 
carpet  sweeper  assembly  line.  Plant  facilities  were  capable  of  manufac- 
turing 2,500  sweepers  a  day  on  a  one-shift  operation.  The  fifth  floor, 
as  needed,  was  used  for  storage  purposes. 

OPERATIONS  DURING  WORLD  WAR  II 

Under  the  impetus  of  war  work,  Advance  facilities  and  labor  force 
had  been  rapidly  expanded.  In  1941,  Advance  had  employed  45  work- 
men; by  1945,  this  had  increased  to  530  employees  and  12  foremen. 
Production  space  utilized  increased  from  approximately  60,000  square 
feet  in  1941  to  138,000  square  feet  in  1945.  All  efforts  of  the  company 
during  this  period  were  directed  at  manufacturing  the  greatest  possible 
quantity  of  war  materiel. 

Wartime  production  activity  had  included  sheet  metal  work,  all  types 
of  welding  operations,  assembly  work,  precision  and  production  ma- 
chining operations,  and  experimental  engineering  work.  "We  achieved 
our  reputation  as  a  low-cost  volume  producer  on  our  war  contracts," 
said  Mr.  Arthur.  "On  the  production  of  metal  ammunition  cases,  we 
were  the  low  bidder  on  the  original  contract  and,  by  improving  our 
production  methods,  made  three  voluntary  cost  reductions  on  our  first 
bid.  Moreover,  our  company  handled  the  most  precise  machining  work; 
for  example,  it  made  some  of  the  master  gauges  for  the  Army  rifle 
program." 

PRODUCTION 

Mr.  Albert,  the  production  superintendent,  assisted  by  four  foremen, 
was  responsible  for  all  manufacturing  operations,  the  supervision  of 
stores,  and  plant  maintenance.  Since  the  end  of  the  war  the  company's 
use  of  its  production  facilities  had  been  dependent  primarily  on  sweeper 
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manufacturing  requirements.  Even  at  peak  sweeper  production  in  1946, 
however,  it  used  only  part  of  the  manufacturing  facilities  and  employed 
a  much  smaller  labor  force  than  was  required  for  wartime  needs. 

Mr.  Merit  stated  that  overhead  activities  had  been  sharply  reduced 
at  the  end  of  the  war.  "In  the  case  of  inspectors,"  he  continued,  "we 
discharged  our  war  staff  of  thirty  men  and  transferred  the  quality 
control  function  to  our  foremen."  During  the  first  five  months  of  1947, 
the  production  department's  labor  force  averaged  ninety  employees.  A 
temporary  reduction  in  the  labor  group  occurred  during  June,  when  all 
sweeper  production  was  suspended.  Mr.  Merit  anticipated  rehiring  all 
regular  employees  when  Tidy  assembly  work  was  resumed  in  August. 

Relations  were  extremely  cordial  between  the  company  and  its  em- 
ployees; they  had  never  been  unionized.  Company  wage  rates  equaled 
those  paid  by  other  firms  in  the  area.  Reconversion  reductions  in  the 
Advance  labor  force  to  less  than  one  hundred  employees  had  enabled 
the  company  to  select  the  best  workmen  and  foremen  from  its  wartime 
force.  As  a  result,  Mr.  Merit  stated,  the  productivity  of  each  worker 
was  high,  even  though  the  company  did  not  use  a  piece-rate  wage  pay- 
ment plan.  In  1945,  Mr.  Merit  had  instituted  a  profit-sharing  plan. 

A  labor  surplus  existed  in  the  town  in  which  the  Advance  plant  was 
located.  Mr.  Merit  stated  that,  with  his  nucleus  of  foremen  and  workers, 
he  could  rapidly  expand  operations  if  necessary. 

ENGINEERING 

By  June,  1947,  all  members  of  the  engineering  staff  (ten  men  in 
1945)  had  been  released  with  the  exception  of  Mr.  Arthur.  As  chief 
engineer,  he  was  responsible  for  blueprint  work  and  designing  of  tools, 
jigs,  and  fixtures,  for  handling  all  production  layout  work,  and  for 
supervising  the  manufacture  of  experimental  items. 

Mr.  Arthur  had  personally  directed  the  developmental  and  engineer- 
ing work  on  the  company's  welded  magnesium  ladder  program  and 
had  redesigned  the  company's  equipment  for  ladder  production.  Using 
the  basic  principles  of  heliarc  welding,3  the  company  had  perfected 
techniques  of  welding  magnesium,  which,  Mr.  Arthur  stated,  had  not 
been  equaled  by  any  other  company.  In  fact,  Mr.  Arthur  believed  that 
Advance  was  one  of  the  two  leading  firms  in  the  magnesium  fabricating 

3  Heliarc  welding  was  developed  during  World  War  II.  It  permitted  the  welding  of 
stainless  steel,  aluminum,  magnesium,  and  other  hard-to-weld  materials.  Heliarc  weld- 
ing differed  from  other  arc-welding  processes  in  that  the  welding  zone  was  at  all  times 
shielded  by  a  sheath  of  inert  gas  that  excluded  the  oxidizing  atmosphere. 
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industry  (less  than  ten  companies).  Whereas  Advance  had  concen- 
trated on  magnesium  welding,  the  other  leading  concern  had  specialized 
in  magnesium  casting  operations. 

Advance  Aircraft's  national  leadership  in  magnesium  welding  had 
resulted  in  the  company's  securing  several  experimental  contracts  from 
the  U.S.  Army  Air  Forces  for  magnesium  plane  seats  and  from  a  large 
electronics  manufacturer  for  radar  cabinets.  The  electronics  company 
wanted  to  buy  several  of  Advance's  magnesium  welding  machines,  but 
Mr.  Merit  had  refused.  He  believed  that,  since  the  Advance  innovations 
in  magnesium  welding  were  not  patentable,  close  control  over  his 
equipment  would  have  to  be  exercised  to  keep  his  know-how  from 
becoming  general  trade  knowledge. 

Mr.  Arthur  was  currently  supervising  the  tooling  of  a  production 
line  for  stepladders.  Since  the  sales  department  could  not  furnish 
estimates  on  potential  sales  of  these  ladders,  he  was  designing  jigs  and 
fixtures  only  for  parts  common  to  all  sizes  and  types  of  stepladders. 
Mr.  Arthur  was  also  getting  the  data  to  make  a  bid  for  the  production 
of  parts  for  an  experimental  plane  being  manufactured  by  a  large  air- 
craft company. 

SALES  RECORDS 

Mrs.  Farmer  maintained  a  work  sheet  on  which  orders  were  totaled 
by  the  week  and  month.  Moreover,  she  kept  records  on  orders  to  be 
shipped  and  ladders  in  stock.  She  also  kept  a  customer  list  on  ladder 
sales.  Mrs.  Farmer  had  installed  these  records  in  February,  1947;  prior 
to  her  assignment  to  the  sales  department,  only  limited  sales  records 
had  been  maintained,  she  stated. 

FINANCE 

Advance  Aircraft's  financial  status  in  June,  1947,  was  critical.  During 
World  War  II  the  company  had  been  able  to  meet  its  capital  require- 
ments through  advances  on  government  contracts  and  loans  from  the 
Reconstruction  Finance  Corporation.  Conversion  to  civilian  business, 
plus  heavy  operating  losses  in  1946  and  1947,  limited  the  company's 
financial  contacts  at  a  time  when  its  need  for  financial  assistance  had 
been  increased. 

During  1945,  Advance  borrowed  $47,000  from  the  Reconstruction 
Finance  Corporation  to  purchase  government-owned  machine  tools 
which  it  had  used  during  the  war;  two  additional  RFC  loans  totaling 
$121,000,  secured  on  the  company's  building,  were  obtained  later  in 
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the  year.  The  local  bank,  or  small  capitalization,  had  participated  in 
these  loans  to  the  full  extent  of  its  lending  ability." 

Mr.  "^Tiider.  to  increase  working  capital,  was  factoring  accounts 
receivable  at  "0^-  of  stated  value  with  a  Los  Angeles  bank.  He  had 
secured  field  warehouse  leans  cn  its  rnished  sweeper  inventory  at  ~  " 
of  the  inventory's  wholesale  urice  and  on  component  raw  materials 
for  55.000  additional  sweepers  at  65'  -:  of  purchase  price.  This  raw- 
material  inventory  consisted  primarily  of  strip  and  cold-rolled  steel 
plates.  Mr.  Wilder  had  also  worked  out  credit  arrangements  with  all 
primary  company  suppliers.  Advance,  for  example,  had  purchased  a 
$60,000  lot  of  magnesium  in  19^6  in  anticipation  of  large  ladder  sales. 
In  194".  Mr.  Wilder  sold  the  remaining  stock  back  to  the  supplier, 
who  left  it  stored  in  the  Advance  plant  on  a  consignment  basis. 

To  secure  additional  equity  capital,  a  stock  notation  had  been  ar- 
ranged by  Mr.  Merit  for  the  fall  of  1946.  The  securities  market,  how- 
ever, became  unsatisfactory,  and  the  company's  investment  firm  with- 
drew its  support. 

COSTS 

Mr.  Wilder  had  instituted  a  system  of  standard  costs,  for  factory 
operations  upon  joining  the  company  in  1945.  Standard  costs,  based 
on  estimates  made  by  Mr.  Wilder,  were  used  primarily  for  pricing 
purposes.  These  costs  were  checked  against  actual  costs  every  two 
months.  Standard  costs  for  the  Merit  sweeper  are  found  in  Exhibit  8. 

Exhibit  8 

Advance  Aircraft  Company 
Standard  Cost  of  1947  Merit  Carpet  Sweeper* 

Material   §1.96 

Direct  Labor   0.49 

Factory  Overhead  1   0.74 

Total   $3-19 

Soarcefcbmpanr  records. 

Mr.  Merit  was  troubled  by  the  increase  in  general  and  administrative 
expense,  and  sales  expense,  as  a  percentage  of  direct  labor,  compared 
with  wartime  operations.  During  the  war.  the  total  of  these  two  expense 
categories  had  dropped  to  a  low  of  65  of  direct  labor  costs;  in  194", 
they  averaged  approximately  200^-  of  direct  labor.  Labor  productivity 
during  the  1946 — ±~  period  had  increased  20^  to  50^. 

4  $35,000  as  specified  by  state  law. 
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Mr.  Wilder  introduced  a  new  cost  report  in  May,  194".  It  broke 
company  profit  and  loss  operations  down  into  three  product  categories: 
sweepers,  ladders,  and  contract  work.  The  contract  work  department 
(Tidy  sweepers)  was  the  only  operating  unit  to  show  a  profit  in  1947. 

COMPANY  OWNERSHIP 

The  Merit  family  owned  57%  of  the  company's  stock;  Mr.  Sprague, 
a  director,  owned  30%  ;  and  the  remaining  stock  was  widely  distributed. 
Mr.  Merit  had  secured  options  in  1946  to  purchase  the  Sprague  block 
of  stock  but  did  not  have  funds  available  to  conclude  the  transaction. 

BOARD  OF  DIRECTORS 

"My  board  is  just  a  figurehead  to  fill  legal  requirements,"  Mr.  Merit 
stated,  "and  is  of  no  help  to  me  in  mv  problems."  The  Advance  board 
was  composed  of  the  following  men:  Mr.  Hill.  Mr.  Merit's  father-in- 
law,  who  owned,  and  operated,  a  successful  machine  tool  concern  in 
Oregon:  Mr.  Patrick,  a  member  of  a  government  regulatory  agency; 
Mr.  Sprague,  who  owned  a  large  midwestern  feed  company;  Mr.  Merit; 
and  the  company  attorney.  Mr.  Sprague  had  been  "troublesome," 
Mr.  Merit  stated,  "and  had  tried  to  secure  control  of  the  company  in 
1946.  I  have  him  on  the  board  simply  because  of  his  large  stock 
ownership." 

The  Advance  board  of  directors  met  quarterly  and  discussed  briefly 
the  previous  months'  operations.  None  of  the  board  members,  with 
the  exception  of  Mr.  Sprague  and  Mr.  Merit  appeared  interested  in 
discussing  the  operations  of  the  company  in  detail.  Mr.  Hill  was  an  older 
man  whose  time,  interest,  and  energy  were  primarily  directed  toward 
the  management  of  his  own  company,  and  he  did  not  wish  to  influence 
the  operational  details  of -his  son-in-law's  firm.  He  would,  however, 
discuss  specific  company  problems  with  Mr.  Merit  when  requested. 
Mr.  Merit  usually  had  a  talk  with  his  father-in-law  once  a  month. 

Mr.  Merit  realized  that  the  ineffectiveness  of  his  board  was  a  handi- 
cap to  him  in  attempting  to  correct  his  company's  current  difficulties, 
but  he  planned  to  postpone  making  any  changes  in  it  until  the  more 
pressing  problems  facing  Advance  were  solved. 

PLAN  OF  ACTION  JUNE  30,  1947 

"With  Tidy  assembly  operations  scheduled  for  resumption  on  the 
first  of  August,"  Mr.  Merit  stated,  "Advance  is  assured  of  three  prof- 
itable operating  months."  Advance  was  scheduled  to  assemble  25,000 
sweepers  a  month  during  August,  September,  and  October, 
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During  this  ninety-day  period,  Mr.  Merit  planned  to  conduct  an 
intensive  campaign  to  secure  an  additional  $85,000  in  capital.  Oper- 
ating losses  for  June  and  July  were  certain,  which  meant  that  the 
company's  working  capital  funds  would  be  at  a  dangerously  low  point. 
Company  brokers  were  pressing  for  additional  collateral  on  Advance's 
field  warehouse  loans. 

Since  Mr.  Merit  did  not  personally  have  additional  funds,  and  com- 
pany bankers  were  unwilling  to  make  further  loans,  he  planned  to 
solicit  capital  from  private  individuals.  A  friend  of  the  Merit  family 
had  expressed  interest  in  investing  a  limited  amount  of  capital  in  the 
enterprise,  if  he,  in  return,  were  given  the  position  of  works  manager. 
Mr.  Merit  was  contemplating  discussing  his  financial  situation  with 
officials  of  the  Reconstruction  Finance  Corporation;  that  organization 
had  been  helpful  in  permitting  Advance  to  stop  principal  repayments 
if  interest  payments  on  the  Advance  loan  were  maintained. 

Mr.  Merit  hoped  to  spend  any  time  which  he  could  spare  from 
financial  matters  helping  Mr.  Francis  with  sweeper  sales.  A  New  York 
house-to-house  selling  service,  which  had  previously  sold  over  1,000 
Merit  sweepers,  had  notified  Mr.  Merit  that  it  planned  an  intensive  fall 
marketing  campaign  selling  his  sweeper  under  the  New  York  firm's 
label  and  brand  name. 

Mr.  Merit  was  further  planning  to  go  into  the  manufacture  of  metal 
wardrobe  and  kitchen  cabinets.  In  fact,  he  had  ordered  an  $8,000 
press,  which  would  be  needed  for  the  manufacture  of  these  cabinets, 
and  had  begun  negotiations  for  necessary  steel  supplies.  Production  was 
scheduled  to  begin  in  November.  He  had  also  been  asked  to  bid  on 
the  manufacture  of  magnesium  army  equipment  by  the  Quartermaster 
Corps. 

In  addition,  he  hoped  in  the  near  future  to  increase  the  number  of 
magnesium  products  which  Advance  manufactured.  Mr.  Merit  had 
communicated  with  an  English  manufacturer  in  regard  to  the  purchase 
of  the  American  rights  to  produce  a  lightweight  magnesium  milk-bottle 
crate.  He  stated  that  this  project  was  temporarily  delayed  by  large  capital 
costs:  $150,000  for  the  patents  and  $100,000  for  special  production 
machinery  to  draw  and  process  the  magnesium  used  in  the  bottle  crate. 
Mr.  Merit  was  also  considering  the  manufacture  of  magnesium  wheels 
for  handcarts  used  by  textile  mills  for  intra-plant  movements  of  ma- 
terial; production  of  this  item  would  require  extensive  use  of  magnesium 
castings. 
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Exhibit  9 


Advance  Aircraft  Company 
Comparative  Balance  Sheets,  December  31,  1942-46 
(In  Thousands) 


Assets 

1942 

1943 

1944 

1945 

1946 

Current  Assets: 

Cash 

$  17 

$  12 

t  ^7 

70 

$  /O 

■p  Zo 

Accounts  Receivable 

67 

168 

117 

44 

Inventory : 

Work  in  Process* 

20 

12 

236 

95 

Supplies  

9 

4 

19 

8 

14 

Total  Current  Assets 

$113 

$196 

$429 

$217 

Adjustment  for  Federal  Taxes  on  1945  Income  

$  79 

Fixed  Assets: 

t  77 

Ql  1  7 

<Ci  l  n 
$11U 

Machinery  and  Equipment  (Less:  Reserve  for  Depreciation). 

69 

57 

67 

162 

181 

lotai  rixed  Assets  

.S146 

$174 

$199 

$284 

$291 

Prepayments  and  Deferred  Charges  

.$  17 

$  1 

$  38 

$  22 

$  80 

Total  Assets  

.$276 

$371 

$666 

$523 

$914 

Liabilities  and  Net  Worth 

Current  Liabilities: 

Accounts  Payable  

$  44 

$  60 

$172 

$120 

$351 

Accrued  Items  

24 

60 

11 

113 

51 

Dividends  Payable  

13 

13 

Loans  Payable  

.  151 

121 

351 

24 

178f 

Total  Current  Liabilities  

$219 

$241 

$547 

$270 

$580 

Contingent  Liability  on  1945  Federal  Taxes  

92 

Note  Payable  (Reconstruction  Finance  Corporation)  

22 

81 

Total  Liabilities  

.$219 

$241 

$547 

$292 

$753 

Capital  Stock: 

Authorized  500,000  shares  of  $0.20  par  value  

•  $  55| 

$  71§ 

$  84|| 

$  84|| 

$  84|| 

Surplus  -.  

22 

15 

Earned  Surplus  

.  20d 

44 

35 

147 

77 

Total  Capital  Stock  and  Surplus  

.$  57 

$130 

$119 

$231 

$161 

Total  Liabilities  and  Net  Worth  

.$276 

$371 

$666 

$523 

$914 

*  Includes  finished  inventory  and  all  raw-material  inventory  excluding  factory  supplies. 

f  Includes  $89,000  Reconstruction  Finance  Corporation  note  and  $89,000  field  warehouse  note. 

X  273,000  shares. 

§  357,000  shares. 

||  418,000  shares. 

d  Deficit. 

Source:  Company  records. 
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Exhibit  10 

Advanxe  Aircraft  Company 
Profit  and  Loss  Statements.  1942-46 
(In  Thousands) 


1942 

1943 

1944 

1945 

1946 

Gross  sales  

$250 

SI, 056 

$$2i 

S2,944 

$1,444 

Cost  of  goods  sold  

  107 

"31 

617 

2,510 

1,367 

Gross  profit  on  sales  

 $143 

S  325 

S211 

S  434 

S  77 

Delivery,  general,  and  administrative  expenses  

  163 

188 

193 

254 

201 

Net  operating  profit  (or  loss)  

S  20* 

$  137 

S  18 

S  180 

$  124* 

Add :  Other  income  

1 

2 

Less :  Other  deductions  

19 

6 

24 

Net  profit  before  taxes  

S  20* 

S  119 

S  20 

S  174 

$  148* 

Provision  for  federal  income  taxes  

9 

96f 

Net  profit  (or  loss)  

$~20* 

$  110 

s~2o 

S  7S 

$  148 

*  Loss. 

f  Income  and  excess  profits  taxes  for  1945  were  S135.000  less  S37.000  reduction  in  excess  profits  tax  due  to 
carry  forward  of  unused  excess  profits  tax  credits  of  1943  and  1944. 
Source:  Company  records. 
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From  1929  TO  1959,  sales  of  the  Bramer  company,  a  restaurant  firm 
to  a  large  western  city,  fell  from  S3,978,000  to  S2,025,000.  In  1933 
the  company  showed  a  loss  for  the  first  time  in  its  history;  and  from  then 
until  1940.  a  profit  was  earned  to  only  two  years.  Mr.  Steyens.  who 
was  made  president  of  the  company  in  May,  1940,  belieyed,  however, 
that  with  aggressive  promotion  methods  the  Bramer  company  could 
regain  a  substantial  portion  of  its  lost  sales  and  show  profits.  Company 
balance  sheets  and  operating  statements  are  shown  in  Exhibits  1  and  2. 

The  Bramer  company,  an  old,  well-established  firm,  had  developed 
and  successfully  maintained  a  reputation  for  serving  quality  food  with 
exceptionally  rapid  service.  This  rapid  service  was  made  possible  by 
means  of  the  layout  of  the  company's  restaurants,  where  nearly  all  the 
seating  capacity  was  at  counters.  These  counters  were  supplied  with  a 
considerable  amount  of  automatic  equipment,  which  made  it  possible  to 
serve  customers  within  a  very  few  minutes  after  orders  were  received. 
Because  of  its  rapid  service,  the  Bramer  restaurants  had  become  popular 
with  businessmen,  particularly  as  luncheon  places.  In  the  summer  of 
1940  the  company  had  twelve  restaurants,  located  in  various  downtown 
sections  of  the  city.  The  main  restaurant  was  located  near  the  center  of 
the  financial  and  office  building  districts  of  the  city  and  had  a  seating 
capacity  of  1,000  persons.  Of  the  eleven  branch  restaurants,  three  were 
intended  to  serve  shoppers  in  the  department  store  district;  six  were 
patronized  mainly  by  businessmen  in  outlying  parts  of  the  business  dis- 
trict: and  two  were  essentially  outlets  for  the  company's  bakery'  goods. 
Seventy  per  cent  of  the  company's  business  was  done  during  the  noon 
hours.  All  tood  sold  in  the  branches  was  prepared  in  the  headquarters 
restaurant  building  and  transferred  to  the  branches  by  truck. 

The  management  of  the  company  in  1940  was  in  the  hands  of  Mr. 
Stevens,  the  president,  and  Mr.  Melvin,  the  general  manager.  Mr. 
Stevens  came  to  the  company  in  193"  as  a  member  of  a  consulting 
firm  engaged  by  the  company  at  that  time.  Mr.  Melvin  was  employed 
early  in  1938,  at  the  suggestion  of  Mr.  Stevens,  to  supervise  the  daily 
operations  required  for  the  preparation  and  serving  of  the  food.  Air. 
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Stevens  was  particularly  interested  in  the  company's  sales  problems  and 
devoted  a  large  part  of  his  time  to  advertising  displays  and  the  develop- 
ment of  methods  whereby  company  sales  could  be  increased. 

The  Bramer  company  was  organized  in  1890.  when  Fred  Bramer 
opened  a  small  soda  fountain  in  a  corner  of  the  building  where  the 
company's  main  restaurant  was  located  in  1940.  Sandwiches  and  small 
lunches  were  later  served  in  conjunction  with  the  soda  fountain,  and. 
finally,  full  meal  service  was  ottered.  Mr.  Bramer.  a  graduate  of  a  tech- 
nical school,  was  very  inventive  and  devoted  considerable  attention  to 
the  designing  and  installation  of  equipment  making  possible  rapid  serv- 
ice, for  which  the  company  soon  became  well-known.  The  company 
was  profitable  from  the  beginning:  and  the  facilities  at  the  main  loca- 
tion were  continually  expanded,  until,  finally,  the  entire  eleven  stories 
of  the  building  were  being  utilized.  The  building  at  this  location  was 
purchased  in  1921.  and  bv  1929  the  property  was  held  under  four  mort- 
gages totaling  $1,478,400,  5145  .000  being  due  on  demand  and  the  bal- 
ance extending  through  1958. 

Mr.  Bramer  continued  to  manage  the  company  until  his  death  in 
1918.  At  that  time  his  son.  Robert  Bramer.  became  president.  The 
elder  Mr.  Bramer  had  trained  his  son  for  this  position,  so  that  by  1918 
he  had.  in  fact,  assumed  a  large  share  of  the  executive  responsibility. 
Two  other  sons.  Xed  and  John,  also  took  a  more  active  interest  in  the 
company  after  their  father's  death.  Most  of  the  activities  of  the  com- 
pany were  retained  at  the  main  restaurant.  Two  small  branches  had 
been  opened,  however.  Xo.  1  an  outlet  for  bakery  goods  only  and  Xo. 
2  a  soda  fountain  and  bakerv  goods  counter. 

The  company  continued  to  prosper,  and  in  1928.  at  the  suggestion 
of  a  large  investment  banking  house,  preferred  and  common  stock  of 
the  company  was  sold  to  the  public.  The  following  is  a  quotation  from 
the  broker's  circular  published  incident  to  the  sale  of  stock: 

For  more  than  38  years  the  business  [Bramer  company]  has  shown  a  profit  in 
each  year.  The  business  has  grown  consistently  and  has  been  developed  to  its 
present  size  largely  out  of  earnings.  The  excellence  of  its  food  and  the  re- 
markably rapid  and  efficient  methods  of  serying  have  made  Bramer  company 
one  of  the  best  known  popular-priced  restaurants  in  this  country.  It  is  estimated 
that  over  25,000  patrons  are  now  served  daily. 

The  pro  forma  balance  sheet,  as  of  October  51.  1928.  included  in 
the  broker's  circular,  is  shown  in  Exhibit  3. 

Fifty-six  thousand  shares  of  $6. 00  cumulative  preferred  and  336.000 
shares  of  no-par  common  stock  were  authorized.  A  total  of  39,200 


BRAMER  RESTAURANT  COMPANY  3-T 

units,  each  composed  of  one  share  of  preferred  and  one  share  of  com- 
mon, were  sold  to  the  public,  and  183,800  common  shares  were  issued 
::  Robert.  Xed.  arm  J  mm  B  tamer.  Under  :he  covenant,  the  preferred 
stock  was  to  have  no  voting  rights  unless  dividends  for  six  quarterlv 
periods  were  passed.  Lr  that  ever.:.  its  homers  were  to  re  entitled  ro 
vote  at  stockholders'  meetings  and  to  elect  a  majority  of  the  board  of 
directors,  until  such  time  as  all  accrued  preferred  dividends  were  paid. 

The  net  proceeds  from  this  sale  were  used  almost  immediately  for 
expansion.  Early  in  1929  the  company  opened  restaurant  No.  3  in  the 
business  district  half  a  mile  from  the  main  store.  The  land  and  buildings 
at  this  location  had  been  purchased  in  192"  for  the  purpose  of  develop- 
ing a  branch  restaurant.  In  1929  this  property  was  held  under  two 
mortgages  totaling  $470,400,  both  payable  in  1933-  This  unit  orig- 
inallv  had  a  seating  capacitv  of  300  persons,  but  it  was  later  expanded 
to  accommodate  560  persons.  The  restaurant  also  had  complete  facilities 
for  preparing  the  food  served  there.  This  branch  attracted  some  of  the 
customers  of  the  main  restaurant.  Mr.  B rimer  thought  that,  since  a 
large  :z:e  building  was  being  : instructed  near  tne  new  location,  how- 
ever, the  branch  restaurant  would  attract  a  substantial  number  of  new 
customers.  In  August  and  November,  1928,  the  companv  opened 
branches  Xos.  4  and  5  in  the  citv's  shopping  district.  The  buildings  for 
both  these  branches  were  leased — one  for  twentv  vears  and  the  other 
rcr  twenrr-nve  Tears.  Under  the  terms  it  me  "net"  leases,  the  ccmnanv 
paid  all  taxes,  insurance,  ana  maintenance  charges  rcr  the  buildings  rlus 
a  hxed  sum  tc  the  lessens  each  Tear.  Tnese  restauranrs  each  had  a  rakerr 
counter,  a  soda  fountain,  and  lunch  counters.  In  1930  the  companv 
continued  its  plan  of  expanding  into  the  shopping  district.  A  building, 
which  was  leased  cn  a  "net"  oasis  rcr  thirty  years,  was  remodeled;  the 
company's  special  equipment  was  installed;  and  branch  Xo.  6  was 
opened  for  service  early  in  1931.  This  restaurant,  like  Xos.  4  and  5, 
had  a  bakery  counter,  a  siaa  riuntain.  ana  iuncn  counters.  La:e  in  1  h  1 . 

opened-  This  restaurant  building  was  leased  on  a  net  basis  for  thirty 
years.  Also  in  1931,  the  company  enlarged  the  No.  3  restaurant  by 
opening  an  adjoining  building  which  provided  an  entrance  around  the 
corner  rrcm  the  existing  restaurant.  The  two  builuings  cennecteu  so 
that  the  same  cooking  and  serving  f acuities  were  used  for  both  dining 
areas.  Aduitional  rachitics  were  installed  in  this  branch  during  193d. 
The  company  also  opened  branch  Xo.  8  in  1932  on  propertv  which  had 
been  purchased  in  1929.  The  property  v. us  subject  to  ten  mortgages 
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totaling  S440,720 — due  in  December,  1932.  This  building,  located 
near  the  theater  and  shopping  district  of  the  downtown  area,  had 
restaurant  counters  and  sold  bakery  products. 

This  expansion  was  carried  on  under  the  direction  of  Robert  Bramer. 
In  1932  Mr.  Bramer  was  killed  in  a  fall  from  a  hotel  window.  Ned 
Bramer  then  assumed  the  active  management  of  the  company.  Until 
this  time,  he  had  no  experience  in  the  company's  administration,  since 
his  activities  had  been  limited  to  special  studies  on  foods.  Nevertheless, 
his  stockholdings  gave  him  control  of  the  company,  and  he  became 
president  and  treasurer. 

In  1933,  sales  decreased  and  a  net  loss  was  incurred;  the  preferred 
dividends  were  passed.  At  that  time,  several  banks  and  investment 
houses  owning  large  amounts  of  preferred  and  common  stock  and 
holding  mortgage  notes  of  the  Bramer  company  prevailed  upon 
Mr.  Howe,  a  lawyer  and  private  trustee,  to  represent  their  interests  on 
the  company's  board  of  directors.  Mr.  Howe  was  a  brother-in-law  of 
Ned  Bramer.  Although  Ned  Bramer  remained  as  the  president  of  the 
company,  the  board  of  directors  thereafter  assumed  a  more  active  role 
in  the  company's  management.  Mr.  Howe  was  elected  chairman  of  the 
board,  and  under  his  direction  the  board's  first  action  was  to  decrease 
salaries  of  the  company  officers,  which  had  remained  at  the  high  levels 
established  in  1928.  Next,  the  board  negotiated  extension  of  the  ma- 
turity dates  of  the  mortgages,  S299.600  of  which  were  maturing  in 
1934.  Mr.  Howe  first  obtained  temporary  extensions  of  the  mortgage 
loans  with  the  individual  noteholders. 

In  1936  the  holders  of  the  mortgage  loans  formed  a  committee  in 
order  to  supervise  jointly  their  interests  in  the  Bramer  company.  This 
committee  passed  on  all  the  major  policies  formulated  by  the  board  of 
directors.  Mr.  Howe  served  as  intermediary  between  the  company 
management  and  the  mortgage  holders'  committee,  and  it  was  through 
that  committee  that  Mr.  Howe  was  able  to  arrange  a  mortgage  exten- 
sion plan  for  all  outstanding  loans  in  1938.  The  terms  of  the  plan 
were  as  follows :  ( 1 )  the  maturity  dates  of  the  loans  were  extended  to 
19^4;  (2)  amortization  payments  of  S~2.800  were  to  be  made  yearly 
and  divided  among  the  noteholders  in  proportion  to  the  principal 
amount  of  their  investment;  (  3  I  the  interest  rates  were  lowered  from 
5cr  and  5hrc  to  4%;  and  (4)  the  company  was  permitted  to  pay- 
dividends  up  to  7  5  rr  of  its  net  earnings  without  the  consent  of  the  note- 
holders. 

In  1933  the  second  floor  of  branch  restaurant  No.  4  was  remodeled, 
and,  in  contrast  to  previously  established  company  policy,  table  service 
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was  installed.  Sales  continued  to  decline,  however,  and  in  1937  a  firm 
of  industrial  advisers  was  engaged  to  assist  in  the  company's  manage- 
ment. Mr.  Stevens,  an  officer  of  the  advisorv  firm,  began  to  devote  all 
his  attention  to  the  Bramer  companv.  At  that  time,  almost  all  of  the 
personnel  had  been  with  the  company  for  many  vears.  and,  as  an 
officer  stated,  the  feeling  was:  "\Te  are  the  Bramer  company  and  to  hell 
with  the  public."  Furthermore.  Xed  Bramer.  although  efficient  in  the 
capacity  of  food  adviser,  had  encountered  difficulties  as  president  of 
the  companv.  which  had  caused  him  to  dislike  that  position.  One  officer 
stated  that  Mr.  Bramer  had  failed  to  delegate  authoritv  to  members  of 
the  organization  and.  consequently,  was  continually  swamped  with  de- 
tails, with  a  resulting  aggravation  of  his  already  nervous  temperament. 

After  an  investigation  of  the  companv.  Mr.  Stevens  gave  the  follow- 
ing reasons  for  the  steady  decline  in  sales  volume  after  1929: 

1.  The  financial  section  of  the  business  district  was  characterized  by  a  general 
lack  of  activity  after  1930.  which  was  reflected  in  a  declining  volume  of 
sales  at  the  main  restaurant. 

2.  Business  omces.  during  the  ten  vears  before  1940.  moved  from  the  older 
district  surrounding  the  main  store  into  newer  buildings  in  outlving  areas. 

3.  The  policy  of  closing  all  day  Saturday  during  the  summer  months,  adopted 
by  many  offices  and  stores,  had  resulted  in  a  substantial  loss  of  business. 

4.  The  company's  evening  business  had  declined  considerably  because,  ac- 
cording to  Mr.  Stevens,  the  practice  followed  by  businessmen  of  working 
several  nights  each  week,  as  was  the  case  during  the  late  1920's,  had 
ceased.  Furthermore,  much  of  the  dinner  business  had  been  replaced  by 
restaurants  with  large  parking  areas  located  in  the  oudying  parts  of  the 
city. 

5.  Competition,  particularly  on  a  price  basis,  had  become  increasinglv  evi- 
dent; and,  as  general  income  levels  declined,  the  average  value  per  sale 
decreased.  Also,  competition  from  restaurants  serving  liquor  had  been 
noticed  after  the  repeal  of  prohibition. 

One  of  Air.  Stevens'  first  suggestions  to  the  board  of  directors  was 
the  hiring  of  a  new  manager  of  operations.  The  manager  at  that  time 
had  been  with  the  company  for  many  years  and  was  hostile  to  new 
management  and  possible  changes  affecting  him.  He  had  had  complete 
authoritv  over  his  department  for  some  time  and  was  unwilling  to  co- 
operate with  Mr.  Stevens.  To  fill  this  position.  Mr.  Stevens  obtained 
Mr.  Melvin,  a  consulting  engineer,  who  for  a  number  of  vears  had 
been  engaged  in  reorganizing  and  operating  textile  machinery  com- 
panies. Mr.  Melvin  was  employed  as  the  general  manager  of  the  com- 
pany early  in  1938. 

Mr.  Stevens  was  able  to  exercise  authoritv  over  the  organization  and 
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carry  out  new  ideas  only  through  the  assistance  of  Mr.  Bramer.  Al- 
though Mr.  Bramer  co-operated  fully  with  Mr.  Stevens,  the  arrange- 
ment proved  to  be  unsatisfactory,  since,  in  early  1938,  illness  forced 
Mr.  Bramer  to  be  away  from  the  company  for  a  long  period.  Therefore, 
Mr.  Stevens  was  made  treasurer  of  the  company  in  March,  1938,  and, 
although  still  employed  by  the  consulting  firm,  became  executive  head 
of  the  organization.  Having  acquired  this  position,  he  made  further 
organizational  changes.  The  head  of  the  purchasing  department  was 
dismissed.  As  was  the  case  with  the  former  manager  of  operations,  the 
purchasing  agent  had  shown  resentment  at  attempts  to  increase  the 
efficiency  of  his  department.  The  manager  had  for  many  years  done 
most  of  the  purchasing  largely  by  telephone,  with  a  few  established 
suppliers.  Suggestions  that  savings  might  be  made  by  "shopping"  in 
the  market  and  taking  advantage  of  low  prices  to  accumulate  stocks  of 
staple  goods  were  ignored.  To  fill  this  position,  one  of  the  assistant 
branch  managers  was  brought  to  the  main  office,  trained  under 
Mr.  Melvin  for  several  months,  and  then  put  in  charge  of  the  depart- 
ment. The  company's  controller  was  also  removed  from  office  and  his 
assistant,  Mr.  Ward,  given  his  duties. 

After  making  these  changes,  Mr.  Stevens  turned  his  attention  to  the 
company's  declining  sales.  He  considered  the  major  problem  to  be  that 
of  increasing  sales  in  order  to  utilize  more  fully  the  company's  large 
amount  of  fixed  equipment  in  restaurant  and  commissary  (cooking) 
facilities.  To  secure  additional  sales,  company  officers  decided  it  would 
be  necessary  to  establish  new  branch  restaurants,  which  would  obtain 
business  that  had  left  the  older  downtown  business  and  financial  district 
and  moved  to  newer  sections  of  the  city.  During  1939  and  1940,  there- 
fore, three  new  branch  restaurants  were  opened.  Early  in  1939,  res- 
taurant No.  9  was  opened,  located  in  a  new  business  district  to  which  a 
number  of  business  offices  had  moved  during  the  preceding  ten  years. 
This  restaurant  had  facilities  for  table  service.  Branch  No.  10  was  also 
opened  in  December,  1939.  It  was  principally  an  outlet  for  the  com- 
pany's bakery  products  and  was  located  in  a  large  garage  used  by  office 
workers  and  shoppers.  Early  in  1940  a  counter  serving  ten  persons  was 
installed  at  this  location.  In  April,  1940,  branch  No.  11,  near  a  railway 
station  used  by  commuters,  was  opened.  This  branch  had  restaurant 
facilities  and  also  sold  bakery  goods.  These  three  new  restaurants  were 
all  leased  on  terms  based  upon  the  volume  of  sales  secured  at  each 
location.  It  was  the  company's  plan  to  continue  this  policy  of  securing 
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additional  sales  volume  by  opening  branch  restaurants  at  strategic  loca- 
tions in  the  city. 

In  addition  to  opening  new  branches,  Mr.  Stevens  devoted  attention 
to  increasing  sales  at  the  existing  restaurants.  Although  satisfactory 
sales  had  been  obtained  formerly  by  offering  only  counter  service,  it 
was  thought  that  some  additional  sales  could  be  secured  by  installing 
table  service.  Facilities  for  table  service  were  accordingly  expanded.  In 

1938,  table  service  was  installed  in  the  main  restaurant,  where  a  dining 
room  and  a  banquet  room,  both  attractively  decorated,  were  opened. 
Later  table  service  was  also  installed  in  branch  No.  3.  A  further  step 
designed  to  overcome  the  shortcomings  of  counter  service  was  the  in- 
stallation of  lounges  in  the  main  restaurant.  Company  officers  were  of 
the  opinion  that  men  desiring  to  discuss  business  matters  during  the 
luncheon  hour  tended  to  go  to  restaurants  offering  table  service  where 
they  could  converse  more  privately  than  was  possible  at  counters.  To 
attract  these  customers,  two  lounges  were  installed  at  convenient  loca- 
tions in  the  main  restaurant  in  1939. 

The  results  of  a  survey  made  for  the  company  in  1938  by  an  adver- 
tising firm  showed  that  there  was  a  popular  conception  that  meals  at 
the  Bramer  restaurants  were  high  priced,  although  no  significant  price 
changes  had  been  made  since  1929.  To  overcome  that  feeling,  sandwich 
bars  were  opened  at  the  main  restaurant  and  at  two  of  the  branches  in 

1939,  at  which  light,  inexpensive  lunches  could  be  purchased.  In  con- 
nection with  this  innovation,  the  company  distributed  to  secretaries  and 
other  women  employees  throughout  the  business  district  a  notice  of  the 
opening  of  these  sandwich  bars.  This  notice  stressed  the  low  competitive 
prices  and  the  high-quality  food  available  there. 

Until  the  time  that  Mr.  Stevens  became  treasurer,  the  company  had 
refused  to  interchange  food  items  on  a  plate  according  to  customers' 
preferences.  Such  practice,  it  had  been  found,  caused  some  degree  of 
confusion  and  slowed  up  service.  Mr.  Stevens,  however,  believed  that 
the  inability  of  customers  to  get  just  what  they  wanted  in  the  restaurants 
had  been  a  contributing  factor  to  the  decline  of  sales.  He  therefore 
allowed  considerable  leeway  in  regard  to  making  changes  on  the  regular 
plates  according  to  customers'  tastes.  Also,  in  order  to  increase  sales  by 
increasing  the  value  of  the  average  check,  company  officers  in  1938 
instituted  complete  luncheons  having  an  entree,  drink,  and  dessert  at 
one  price  to  supplement  the  former  practice  of  pricing  each  individual 
item.  A  summary  of  average  check  values  is  given  in  Exhibit  4. 
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Before  1938  the  company  had  done  practically  no  advertising. 
Mr.  Stevens  very  soon  began  to  experiment  with  advertising,  however, 
and  he  was  convinced  that  it  could  be  instrumental  in  attracting  addi- 
tional customers  to  the  restaurants.  By  1940  the  company  was  adver- 
tising several  times  weekly  in  a  prominent  place  in  an  evening  and 
several  morning  newspapers.  These  advertisements,  which  gave  the 
menu  of  the  company's  luncheon  special  for  that  day,  were  intended  to 
appeal  to  younger  men  in  the  business  district  who  had  not  become 
accustomed  to  eating  at  Bramer's  and  who  might  feel  that  the  company's 
prices  were  too  high.  The  advertisements  pointed  out  that  there  was 
no  tipping  at  the  restaurants.  By  September,  1940,  the  company  was 
spending  $1,500  monthly  on  newspaper  advertising.  At  that  time, 
Mr.  Stevens  was  still  devoting  a  part  of  each  day  to  preparing  these 
advertisements  and  closely  watching  their  influence  on  the  company's 
sales. 

Mr.  Stevens  also  began  in  1938  to  spend  some  time  on  promotion  of 
the  company's  bakery  products.  He  concentrated  his  attention  upon 
developing  more  attractive  displays  in  restaurant  store  windows.  This 
function  was  later  passed  on  to  a  contract  firm  specializing  in  the  ar- 
rangement of  window  displays.  Not  satisfied  with  that  arrangement, 
Mr.  Stevens  hired  Mr.  Scott  in  1940  to  assume  the  job.  Mr.  Scott  had 
had  considerable  experience  in  this  line,  having  owned  and  operated  a 
successful  bakery  and,  more  recently,  having  had  charge  of  branches  of 
a  large  bakery  chain  in  Chicago.  Although  Mr.  Scott  was  working  only 
on  the  promotion  of  bakery  products  in  1940,  Mr.  Stevens  intended 
that  he  should  eventually  take  complete  charge  of  production  and  sales 
of  the  bakery  department. 

The  company's  waitresses  were  chosen  very  carefully,  with  particular 
attention  to  appearance  and  personality.  Before  being  stationed  at  the 
service  counters,  these  women  were  thoroughly  trained  in  the  company's 
methods  and  worked  in  the  kitchen  or  "behind  the  scenes,"  since  con- 
siderable co-operation  was  necessary  between  the  counter  waitresses  and 
the  kitchen  in  order  to  maintain  rapid  service.  Every  day,  before  report- 
ing to  the  counters  for  work,  the  waitresses  were  assembled  and  in- 
structed in  the  specials  for  the  day.  Waitresses  always  occupied  the  same 
positions  at  counters,  and  it  was  not  unusual  for  them  to  develop  a 
clientele  among  customers  who  ate  there  nearly  everyday.  In  fact,  it 
was  not  uncommon  for  a  man  to  wait  for  a  seat  at  a  counter  served  by 
his  regular  waitress,  rather  than  go  to  another  counter  where  seats  were 
available.  Although  waitresses  were  not  allowed  to  accept  tips,  they 
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frequently  received  "presents"  from  their  customers  at  Christmas.  Be- 
cause of  this  relationship  between  waitresses  and  regular  customers, 
Mr.  Stevens  believed  that  new  or  infrequent  customers  had  a  sense  of 
being  strangers  in  the  restaurants.  He  consequently  instructed  waitresses 
to  watch  for  strangers  and  to  make  a  special  effort  to  put  them  at  ease 
and  encourage  them  to  return.  In  1940,  furthermore,  Mr.  Stevens  orig- 
inated the  plan  of  having  hostesses  in  each  dining  room  to  greet  cus- 
tomers, to  see  that  service  was  satisfactory,  and  to  encourage  customers 
to  wait  if  a  seat  was  not  immediately  available. 

An  investigation  bv  Mr.  Melvin  of  the  commissary  facilities  in  branch 
No.  3  showed  that  the  company  could  make  substantial  savings  by 
discontinuing  that  activity  at  the  branch  and  bv  preparing  the  food  at 
the  main  building.  In  1938  the  commissary  in  that  branch  was  closed, 
and  thereafter  all  food  was  prepared  at  the  central  commissary  depart- 
ment, where  considerable  excess  capacity  was  available. 

In  May.  1940.  Mr.  Stevens  resigned  his  position  with  the  consulting 
firm  and  was  made  president  of  the  Bramer  company.  Ned  Bramer 
resigned  his  position  as  president;  his  remaining  connections  with  the 
company  were  as  a  member  of  the  board  of  directors  and  as  a  consultant 
on  foods. 

In  1940  the  company  had  825  employees,  5 "4  of  whom  were 
women.  Thirty-six  had  been  with  the  company  for  twenty-five  years  or 
more;  258  from  ten  to  twenty-five  years;  and  111  from  five  to  ten  years. 
The  employees  were  unionized  in  seven  groups,  and  the  company  dealt 
with  them  through  a  joint  council.  The  company's  employees  were  first 
organized  in  March.  1940.  At  that  time  company  officers  received  notice 
to  attend  a  hearing  of  the  State  Labor  Commission,  as  a  local  union 
was  demanding  the  right  to  bargain  for  the  company's  dish-washers. 
By  the  time  of  the  hearing,  there  were  seven  AFL  unions  demanding 
recognition  as  bargaining  units  for  respective  groups  in  the  company. 
Although  the  unions  claimed  to  have  500  members  in  the  Bramer 
company  and  demanded  immediate  recognition,  the  company  insisted 
on  an  election.  Having  failed  to  secure  recognition  at  that  time,  200 
employees,  led  by  the  night  cleaners  and  kitchen  help,  walked  out. 
Although  the  restaurants  continued  to  operate,  considerable  additional 
expense  was  incurred,  and  some  sacrifice  in  service  was  entailed.  After 
three  weeks,  an  election  was  held,  and  the  unions  won  bv  a  majority  of 
eleven  votes.  Although  the  company  was  successful  in  maintaining  an 
open  shop,  concessions  made  to  the  unions  were : 

1.  Minimum  time  was  raised  from  3  to  3 J  hours. 
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2.  Two- week  vacations  with  pay  (instead  of  one  week)  were  granted  em- 
ployees having  served  the  company  for  five  years  or  more. 

3.  Time  and  one-third  was  allowed  for  overtime. 

4.  Compulsory  lunch  books,  formerly  given  employees  as  a  part  of  their 
wage,  were  discontinued,  and  cash  payments  were  substituted. 

All  hiring  was  done  by  the  personnel  department  but  with  the 
approval  of  the  head  of  the  department  in  which  the  employee  was 
to  work.  The  power  of  discharge  was  in  the  hands  of  the  department 
heads.  After  the  strike,  Mr.  Melvin  handled  the  company's  labor  rela- 
tions problems,  since  he  had  had  considerable  experience  with  labor 
unions  while  working  in  the  textile  machinery  industry.  Grievances 
were  presented  directly  to  him  through  the  union  council,  and  he  stated 
that  all  difficulties,  since  the  strike,  had  been  handled  to  the  satisfaction 
of  the  employees  and  the  company. 

In  order  to  re-establish  employee  esprit  de  corps,  which  had  been  lost 
during,  and  after,  the  strike,  Mr.  Stevens  sent  to  each  employee  in 
September,  1940,  an  eleven-page  letter  explaining  the  company's  situa- 
tion regarding  sales  and  profits  and  briefly  describing  what  the  manage- 
ment was  attempting  to  do  to  increase  sales.  The  letter  concluded  with 
an  appeal  to  the  employees  to  co-operate  in  every  way  to  secure  new 
customers,  decrease  waste,  and  suggest  to  officers  any  means  whereby 
operations  could  be  improved. 

By  the  very  nature  of  the  business,  it  was  essential  that  the  menu, 
purchasing,  and  commissary  departments  work  together  closely.  The 
purchasing  department  had  three  main  functions :  ( 1 )  daily  buying  of 
perishables;  (2)  purchase  of  staple  groceries  made  on  contracts  for 
periods  of  a  month  or  more;  and  (3)  purchase  of  supplies,  such  as 
linen  and  china.  The  purchasing  agent  visited  the  wholesale  food 
markets  daily  and  reported  any  significant  price  changes  to  the  menu 
department.  The  menu  department  prepared  menus  three  days  ahead 
of  the  date  they  were  to  be  used,  taking  into  account  the  season,  price 
of  materials  as  reported  by  the  purchasing  department,  materials  on 
hand,  and  the  necessary  preparation  of  the  food.  To  aid  in  the  prepara- 
tion of  menus,  the  company  had  on  file  approximately  3,000  cards,  a 
card  for  each  dish.  The  cards  contained  information  regarding  the  type 
of  materials,  the  quantities  necessary  for  preparation,  and  the  prices 
which  would  allow  a  satisfactory  profit  margin  on  the  dish.  The  com- 
pany had  approximately  1,000  different  items,  some  of  which  had  sev- 
eral variations,  making  up  the  3,000  cards.  For  purposes  of  costing, 
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formulas  had  been  worked  out  for  each  dish  in  which  the  current  prices 
for  the  principal  ingredients  were  used  to  obtain  a  cost  figure. 

On  the  day  a  tentative  menu  was  made  up,  one  copy  was  sent  to 
Mr.  Stevens,  who  checked  it  mainly  for  pricing.  He  frequently  made 
changes  in  this  menu.  Another  copy  was  sent  to  the  commissary  depart- 
ment, where  it  was  checked  to  avoid  overload  on  equipment.  If  the 
menu  called  for  several  items  to  be  fried,  for  instance,  it  was  likely  that 
equipment  required  for  this  process  would  be  overcrowded,  and  the 
menu  would  have  to  be  changed.  The  purchasing  department  also 
checked  the  menu  to  be  certain  that  materials  were  available  or  could 
easily  be  obtained.  Because  of  the  large  amounts  of  material  required 
by  the  company,  care  had  to  be  exercised  to  be  sure  that  the  necessary 
volume  could  be  obtained.  This  was  particularly  true  in  the  case  of 
certain  fresh  fruits  and  vegetables.  The  menu,  with  any  revisions,  was 
then  sent  to  the  branch  managers,  who  ordered  the  amounts  of  each 
item  which  they  believed  necessary  to  be  able  to  serve  the  complete 
menu.  Ordering  was  based  on  such  factors  as  day  of  the  week,  season, 
predicted  weather,  and  sales  or  other  special  events  to  be  held  in  the 
neighborhood.  At  5:00  a.m.  on  the  day  the  menu  was  scheduled  to  be 
served,  a  member  of  the  menu  department  obtained  the  latest  weather 
report  for  the  day,  since  inclement  weather  might  affect  patronage  by 
as  much  as  20%.  A  branch  manager  was  allowed  until  7:00  A.M.  to 
revise  his  original  order.  Final  revisions  were  sent  immediately  to  the 
commissary  department. 

In  order  to  insure  delivery  to  the  branches,  the  commissary  depart- 
ment had  a  control  board  with  a  section  for  each  branch  and  for  every 
item  to  be  prepared  and  delivered  to  that  branch  during  the  day.  In 
each  section  was  an  order,  slip  indicating  both  the  amount  of  each  item 
to  be  shipped  to  each  branch  and  the  time  at  which  it  was  to  leave  the 
main  store.  When  an  order  left  the  kitchen  for  a  branch,  this  tag  was 
turned  over  indicating  that  the  order  had  been  filled.  Thus,  by  glancing 
at  this  board,  it  was  possible  to  determine  what  orders  still  had  to  be 
filled.  Food  was  delivered  to  the  branches  by  truck  and  put  on  steam 
tables,  if  necessary;  then  it  was  served  as  ordered  from  the  dining  room. 

The  amount  of  food  ordered  by  a  manager  was  charged  to  the  branch. 
All  food  unused  at  the  end  of  the  day  was  returned  to  the  main  building, 
but  no  credit  was  given  managers  for  returned  food.  During  the  summer 
months  the  company  officers  expected  managers  to  order  so  that  they 
would  run  out  of  some  items  before  the  day  was  over.  The  policy  was 
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quite  different  for  the  balance  of  the  year,  however,  when  managers 
were  instructed  to  order  sufficient  food  so  as  to  be  able  to  serve  a  com- 
plete menu  at  any  time.  The  summer  months  were  generally  the  least 
profitable,  and  it  was  felt  that  expenses  should  be  minimized.  During 
the  rest  of  the  year,  however,  a  reputation  for  giving  full  service  at  all 
times  was  desired.  Inability  to  give  service  and  any  comments  regarding 
the  quality  of  the  food  were  reported  to  the  main  office  daily  on  forms 
which  were  filled  out  by  the  waitresses. 

Budgets  for  each  branch  were  prepared  monthly  by  Mr.  Ward,  the 
chief  accountant.  The  budgets  were  prepared  on  the  basis  of  past  expe- 
rience, adjusted  according  to  Mr.  Ward's  estimate  of  general  business 
and  operating  conditions.  Managers  were  given  an  opportunity  to  dis- 
cuss their  budgets  with  executives  at  weekly  meetings.  All  expenses 
were  charged  to  the  branch  accounts,  and  variances  from  the  predeter- 
mined estimates  were  considered  carefully. 

All  perishable  foods  prepared  during  the  day  were  disposed  of  before 
the  next  day.  Food  returned  from  restaurants  was  sold  in  a  cafeteria  in 
the  basement  of  the  main  restaurant  building,  open  until  2:00  A.M., 
for  persons  whose  work  kept  them  in  the  city  until  late  at  night,  such 
as  newspaper  workers  and  taxi  drivers.  Bakery  goods  were  sold  at  half 
price  at  an  evening  sale.  All  food  still  undisposed  of  was  given  to 
charity.  The  amount  of  food  sold  at  sacrifice  sales  and  given  away  de- 
pended, in  part,  upon  the  management's  policy  in  regard  to  keeping  on 
hand  sufficient  food  to  serve  the  complete  menu.  During  the  summer 
months,  returns  were  customarily  lower  than  during  the  fall  and  winter 
because  of  the  different  service  policies  referred  to  previously.  Returns, 
as  a  percentage  of  sales  from  1938  through  September,  1940,  are  shown 
in  Exhibit  5. 

Food  and  raw  materials  purchased  were  all  delivered  to  one  floor  in 
the  main  store.  A  representative  from  the  commissary  department 
checked  on  the  quality  of  the  material  before  it  was  accepted.  Any  devia- 
tions from  expected  quality  were  reported  to  the  purchasing  agent. 
Once  accepted,  the  materials  were  stored  until  used.  No  perpetual  in- 
ventory was  maintained  for  stock  on  hand,  although  Mr.  Ward  stated 
that  he  could  tell  approximately  the  amounts  which  should  be  in  stock 
from  the  purchase  records  and  the  amounts  served  each  day.  A  physical 
inventory  was  taken  once  a  month. 

The  food  supervision  department  checked  on  the  quality  of  the 
prepared  foods.  Company  officers  considered  this  function  to  be  of 
major  importance.  One  member  of  this  department  was  located  in  each 
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branch  and  checked  all  the  food  as  it  was  delivered  from  the  kitchen 
to  make  sure  that  the  quality  was  satisfactory.  Mr.  Melvin  stated  that 
the  company  was  very  particular  about  the  quality  of  food,  and  that 
complete  responsibility  and  authority  were  placed  with  this  department 
to  determine  whether  or  not  food  should  be  served.  The  head  of  the 
department  was  directly  responsible  to  Mr.  Melvin. 

The  main  building  was  the  scene  of  a  variety  of  activities.  All  the 
food  served  and  sold  at  the  company's  restaurants,  excepting  salads  and 
short  orders,  was  prepared  in  this  building.  There  was  also  a  large 
bakery,  a  candy  shop,  an  employees'  cafeteria,  and  a  laundry  where  the 
company's  linen  and  employees'  uniforms  were  laundered.  The  com- 
pany maintained  a  large  machine  shop  and  maintenance  department. 
It  was  felt  that  this  department  was  necessary  because  of  the  large 
amount  of  company  equipment  requiring  frequent  and  prompt  repairs. 
In  addition,  a  considerable  amount  of  specialized  equipment  was  made 
in  the  company's  shop.  All  boxes  used  for  bakery  goods  were  made  in 
the  building,  and  the  menus  were  printed  in  the  company's  own  printing 
department.  In  the  basement  of  the  building  was  a  large  power  plant 
where  steam  was  generated.  The  steam  was  used  first  to  generate  electric 
power  and  refrigeration  and  the  exhaust  used  for  cooking  purposes. 
Mr.  Melvin  explained  that,  since  steam  was  necessary  for  cooking,  the 
electric  power  and  refrigeration  were  by-products  of  the  steam  gener- 
ating process.  A  small  amount  of  electric  power  and  steam  was  sold  to 
occupants  of  buildings  adjoining  the  main  restaurant.  The  utilization  of 
the  various  floors  in  the  main  building  is  shown  in  Exhibit  6.  Although 
this  main  building  was  in  the  business  district  of  the  city,  the  officers  of 
the  company  did  not  believe  that  it  could  be  sold,  or  even  partially 
rented,  satisfactorily.  The  decentralization  movement  had  seriously  af- 
fected property  values  in  that  area.  Neighboring  office  building  vacan- 
cies were  25%  in  1940,  and  some  buildings  in  the  area  had  been  sold 
at  prices  which  averaged  60  %  of  assessed  valuations. 

On  the  company's  books  the  main  restaurant  building  and  facilities 
were  set  up  under  the  following  accounts:  Building,  Building  Equip- 
ment, Restaurant  Equipment,  Store  Fixtures,  and  Machinery.  Mr.  Ward 
estimated  the  division  of  total  depreciation  charged  for  this  building 
and  equipment  was  roughly:  commissary  equipment,  25%;  restaurant 
equipment,  45%;  building  (with  the  necessary  facilities  for  occupancy, 
such  as  heating,  ventilation,  and  elevators),  30%.  None  of  the  depre- 
ciation or  interest  paid  on  mortgage  notes  held  against  the  main  build- 
ing was  allocated  to  the  branch  restaurants.  Commissary  labor  was  al- 


358 


POLICY  FORMULATION  AND  ADMINISTRATION 


located  to  the  branches  according  to  cost  of  sales.  Of  the  total  commis- 
sary labor,  Mr.  Ward  stated  that  $22,000  yearly  was  paid  on  a  monthly 
basis  to  the  production  manager,  assistants,  and  supervisors.  The  balance 
of  the  labor  cost  was  accumulated  on  an  hourly  basis.  Mr.  Ward  said, 
however,  that  all  the  work  paid  for  on  an  hourly  basis  was  not  neces- 
sarily direct  labor,  since  ( 1 )  the  company  was  required  to  give  a  mini- 
mum of  7/2  hours  of  work  a  day  to  many  workers  in  the  commissary 
department,  and  ( 2 )  on  many  jobs  increase  in  output  did  not  necessarily 
entail  more  time  on  the  part  of  employees.  He  said  that  an  increase  in 
output  meant  more  complete  utilization  of  the  labor  force.  Executives' 
salaries,  main  office  expenses,  and  the  costs  of  the  laundry,  printing,  box- 
making,  and  other  utility  departments  were  allocated  to  the  restaurants 
under  the  account  General  and  Utility  Expenses,  on  the  basis  of  an 
average  of  sales,  costs  of  sales,  and  labor  costs. 

Mr.  Ward  compiled  considerable  statistical  information  concerning 
company  operations,  which  was  referred  to  from  time  to  time  by  com- 
pany executives.  Each  day  a  detailed  report  was  compiled  on  the  sales 
of  the  previous  day.  Sales  by  branches  were  broken  down  according  to 
meals  (men  and  women),  bakery  goods,  soda  fountain,  candy,  tobacco, 
employee  sales,  and  returned  goods  sales.  The  number  of  meals  served 
at  each  location  was  analyzed  according  to  morning,  noon,  and  evening 
sales,  and  also  according  to  the  value  of  the  average  check  received  at 
the  various  times  of  the  day  and  for  the  important  sales  items.  Each  of 
these  figures  was  compared  with  the  same  figures  for  the  previous  week. 
Mr.  Stevens  looked  over  this  report  daily  to  observe  trends  at  the  various 
branches  and  the  effects  of  advertising  and  menu  changes. 

Each  month  a  balance  sheet  and  a  profit  and  loss  statement  for  the 
company  were  compiled  and  sent  to  the  directors.  The  company  execu- 
tives received  the  following  additional  information:  (1)  the  operating 
statement  for  each  restaurant  compared  with  the  same  month  of  the 
previous  year  and  with  predetermined  budgets  prepared  by  Mr.  Ward; 
(2)  a  report  on  the  expenditures  for  several  important  items,  such  as 
gas  and  water,  compared  with  the  three  previous  months  of  the  current 
year  and  the  same  months  in  each  of  the  three  previous  years;  and  ( 3 ) 
a  production  report  indicating  the  actual  quantities  of  the  various  items 
prepared  in  the  commissary  for  the  month.  Mr.  Stevens  customarily 
checked  each  of  these  reports  very  carefully,  and  any  items  which  he 
considered  out  of  line  were  studied  further  to  fix  responsibility  for 
variances. 

In  1940  Mr.  Stevens  believed  that  the  company's  organization  was 
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operating  fairly  well.  Although  lines  of  authority  had  not  been  so 
sharply  defined  as  he  wanted  them  to  be  ultimately,  he  was  of  the 
opinion  that  the  situation  was  necessary  during  the  transition  between 
Mr.  Bramer's  and  his  management.  The  company's  organization  chart 
is  shown  in  Exhibit  7.  Mr.  Stevens  still  considered  that  his  job  was  to 
develop  means  whereby  company  sales  could  be  increased.  Conse- 
quently, he  had  freed  himself  of  many  details  which  Mr.  Bramer  had 
had  as  president,  and  he  spent  nearly  every  noon  at  one  of  the  res- 
taurants talking  with  customers  and  observing  operations.  He  personally 
answered  customers'  comments  on  food  or  service  which  frequently 
were  received  by  mail. 

Mr.  Howe,  the  chairman  of  the  board  of  directors,  still  worked  very 
closely  with  the  company  as  its  financial  adviser.  He  went  over  many  of 
the  monthly  reports  and  frequently  made  suggestions  to  Mr.  Stevens. 
Any  questions  concerning  large  expenditures  were  always  referred  to 
Mr.  Howe  for  his  advice. 

In  1940  the  company's  board  of  directors  was  composed  of  six  men: 
Mr.  Howe;  Mr.  Ned  Bramer;  Mr.  Howell,  a  member  of  a  law  firm 
and  director  of  several  companies;  Mr.  Haviland,  a  representative  of  an 
investment  banking  house  which  had  a  large  interest  in  the  company's 
preferred  stock;  Mr.  Lyons,  owner  of  a  chain  of  garages;  and  Mr.  Lear, 
the  company's  attorney.  The  directors  met  regularly  once  a  month,  with 
meetings  customarily  lasting  from  an  hour  and  a  half  to  three  hours. 
At  these  meetings,  each  director  was  given  a  copy  of  the  company's 
monthly  financial  statements,  and  the  company's  current  financial  posi- 
tion was  analyzed.  Then,  important  problems,  such  as  the  opening  of  a 
new  branch  or  the  company's  labor  policy,  were  considered.  The  di- 
rectors, with  the  exception  of  Mr.  Howe,  were  paid  S10  for  each  meet- 
ing. Mr.  Howe  received  a  regular  retainer  fee,  since  he  devoted  con- 
siderably more  time  to  the  company's  problems  than  did  the  other 
directors.  Mr.  Howe  was  of  the  opinion  that  the  directors  spent  little, 
if  any,  more  time  considering  the  Bramer  company's  problems  than 
was  actually  spent  in  the  board  meetings;  and  he  did  not  believe  that 
they  could  be  expected  to  do  otherwise,  in  view  of  the  small  remunera- 
tion they  received.  Nevertheless,  he  considered  their  advice  of  some 
value,  since  they  were  all  successful  businessmen. 

Exhibit  8  gives  the  operating  statements  for  each  of  the  restaurants 
for  1938  and  1939.  Exhibit  9  is  a  detailed  statement  of  company  opera- 
tions for  1937,  1938,  and  1939. 
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Exhibit  1 

Bramer  Restaurant  Company 

Balance  Sheets  as  of  December  31 


Assets 

1929 

1930 

1931 

1932 

1933 

1934  1 

$  243,361 

$  213,354 

$  158,905 

$  155,793 

$  147,914 

$  309,248  ' 

Accounts  and  Notes  Receivable .... 

16,005 

75,316 

18,859 

10,106 

8,950 

6,663  1 

Inventories  

215,564 

202,812 

143,819 

102,241 

114,749 

83,796  j 

—  j 

Securities  

57,155 

84,684 

Total  Current  Assets  

$  474,930 

$  491,482 

$  321,583 

$  325,295 

$  356,297 

$  399,707  : 

Real  Estate,  Fixtures,  and  Equipment 

(Net)  

6,619,893 

6,573,531 

6,719,343 

6,577,977 

6,403,979 

6,218,323  : 

Afi,  40? 

41,937 

51,894 

40,963 

30,333 

25,49l! 

(ronn  wi  1 1 

1 

1 

1 

1 

1 

ll 

nTrp^QTirv  Stork" 

12,151 

<C~7  1/fl  T)A 

$7,106,951 

$7,104,972 

$6,944,236 

$6,790,610 

$6,643,522 

Liabilities 

1 

Accounts  Payable  

$  116,126 

$  99,166 

$  66,550 

$  67,248 

$  68,489 

$  72,711 

Accrued  Expenses  

60,215 

59,242 

44,492 

48,399 

50,324 

69,798 

Provision  for  Taxes  

87,360 

If,  790 

/U,  /  AKJ 

69  168 

S6  Q4? 

11  692 

8  400  ' 

Total  Current  Liabilities  

$  263,701 

$  235,128 

$  180,210 

$  172,589 

$  130,505 

$  150,909 

Mortgages  > . . . 

2,389,520 

2,215,920 

2,182,320 

2,047,920 

1,989,120 

1,914,360 

Reserve  for  Contingencies  

112,000 

112,000 

112,000 

112,000:; 

Preferred  Stock  

3,920,000 

Q?n  ooo 

;  gin  nno 

\  841  nOO 

"\  841  600 

T,  841  nOO 

Common  Stock  

56,000 

56  000 

56  000 

55  804 

SS  804 

804  ! 

Surplus — Capital  

267,074 

266  055 

266  055 

"\1Q  SI? 

^1  Q  SI  9 

^1Q  S17 

Earned  

244,932 

41  ~\  848 

"^88  "^87 

^Q4  81 1 

06Q 

94Q  "*V7 

Total  Liabilities  

$7,141,226 

$7,106,951 

$7,104,972 

$6,944,236 

$6,790,610 

$6,643,522 

Assets 

1935 

1936 

1937 

1938 

1939  I 

$  368,585 

$  507,311 

$  320,103 

$  245,369 

$  161,2265 

Accounts  and  Notes  Receivable  

7,320 

8,294 

8,714 

4,049 

9,408  j 

70,672 

78,142 

56,646 

35,970 

71,731 1 

Total  Current  Assets  

.$  446,577 

$  593,747 

$  385,463 

$  285,388 

$  242,365! 

Real  Estate,  Fixtures,  and  Equipment 

(Net)  

6,062,933 

5,900,400 

5,756,646 

5,583,326 

c  /inn  £T) 

5,499,6/z | 

23,639 

17,773 

36,615 

25,478. 

24,037 

1 

1 

1 

1 

1 

11,236 

13,852 

53,109 

.$6,533,150 

$6,511,921 

$6,189,961 

$5,908,045 

$5,819,184 j 

i  Liabilities 

1 

Accounts  Payable  

$  60,585 

$  65,109 

$  49,167 

$  21,095 

$  72,306 

17,544 

20,100 

19,559 

13,251 

17,7149 

7,168 

16,355 

18,642 

28,730 

18,090 

Total  Current  Liabilities  

$  85,297 

$  101,564 

$  87,368 

$  63,076 

$  108,110 

1,882,611 

1,844,386 

1,623,823 

1,321,076 

1,247,684 

Reserve  for  Contingencies  

112,000 

112,000 

112,000 

112,000 

112,000' 

Preferred  Stock  

3,841,600 

3,841,600 

3,841,600 

3,841,600 

3,841,600 

Common  Stock  

55,804 

55,804 

55,557 

55,320 

54,900 

Surplus — Capital  

319,512 

319,512 

319,512 

319,512 

319,512 

236,326 

237,055 

150,101 

195,461 

135,378 

Total  Liabilities  $6,533,150    $6,511,921    $6,189,961    $5,908,045  $5,819,184 
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Exhibit  2 

Bramer  Restaurant  Company 


Operating  Statements — Years  Ending  December  31 


1929 

1930 

1931 

1932 

1933 

1934 

Sales   

 $3,978,485 

$3,922,561 

$3,647,760 

$2,993,498 

$2,439,461 

$2,466,683 

Other  income: 

Rent  

  9,085 

1,400 

30,628 

16,778 

11,806 

17,445 

Purchase  discount 

  7,222 

5,542 

7,180 

5,847 

5,825 

6,300 

Commissions 

Interest  

  7,765 

9,390 

1,729 

2,408 

1,966 

998 

Miscellaneous  

  7,808 

13,755 

4,823 

3,592 

2,881 

2,368 

Total  income  

 $4,010,365 

$3,952,648 

$3,692,120 

$3,022,123 

$2,461,939 

$2,493,794 

Expenses: 

Salaries  and  wages 

  1,273,764 

1,385,144 

1,337,600 

1,084,636 

920,173 

883,977 

Taxes  

  154,427 

150,480 

168,564 

138,971 

85,772 

107,033 

Depreciation  

  126,068 

152,983 

172,780 

177,603 

183,795 

181,941 

Interest  

  83,702 

82,489 

111,619 

105,543 

102,276 

98,321 

Rent  

  33,067 

47,322 

64,897 

69,568 

66,736 

66,575 

Insurance  

  22,871 

25,642 

27,425 

25,977 

24,289 

23,375 

Material  costs  and  other  operating 

1,721,538 

1,487,731 

1,188,947 

1,114,503 

1,228,286 

Total  expenses  

 $3,522,001 

$3,565,598 

$3,370,616 

$2,791,245 

$2,497,544 

$2,589,508 

Net  Profit  

  488,364 

387,050 

321,504 

230,878 

35,605* 

95,714* 

1935 

1936 

1937 

1938 

1939 

Sales  

$2,521,832 

$2,407,662 

$2,392,771 

$2,148,068 

$2,025,148 

Other  income: 

Rent  

18,272 

19,368 

16,186 

20,210 

23,285 

Purchase  discount 

7,722 

5,853 

6,459 

5,582 

5,877 

Commissions  

2,293 

8,299 

6,942 

Interest  

Miscellaneous  

7,485 

8,184 

11,385 

10,689 

11,675 

Total  income  

.$2,555,311 

$2,441,067 

$2,429,094 

$2,192,848 

$2,072,927 

Expenses: 

Salaries  and  wages 

887,041 

858,293 

842,868 

737,865 

715,975 

Taxes  

78,028 

99,989 

114,946 

128,157 

106,852 

Depreciation  

175,075 

175,294 

176,803 

177,829 

181,876 

Interest  

81,358 

74,731 

67,543 

60,123 

50,690 

Rent  

63,076 

61,031 

62,319 

66,386 

72,604 

Insurance  

22,055 

22,839 

22,990 

21,486 

15,205 

Material  costs  and 

other  operating  ex- 

penses  

.  1,261,689 

1,131,394 

1,221,528 

955,642 

952,748 

Total  expenses  

$2,568,322 

$2,423,571 

$2,508,997 

$2,147,488 

$2,095,950 

Net  profit  

13,011* 

17,496 

79,903* 

45,360 

23,023* 

*  Loss. 
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Exhibit  3 

Bramer  Restaurant  Company 

Balance  Sheet  as  at  October  31,  1928 
(Giving  Effect  to  Stock  Issue) 


Assets: 

Cash  $  516,732 

Accounts  Receivable   15,261 

Inventories   243,999 

Prepayments   32,591 

Total  Current  Assets  $  808,583 

Real  Estate,  Fixtures,  and  Equipment   5,568,360 

Deferred  Charges   20,158 

Goodwill   1 

Total  Assets  $6,397,102 


Liabilities: 

Accounts  Payable  $  179,645 

Accrued  Payrolls  and  Interest   39,976 

Total  Current  Liabilities  $  218,622 

Mortgages  on  Real  Estate   1,948,800 

Preferred  Stock   3,920,000 

Common  Stock   56,000 

Initial  Surplus   253,680 

Total  Liabilities  $6,397,102 


Exhibit  4 

Bramer  Restaurant  Company 


Value  of  Average  Checks 


Year 

Average  Lunch 
Check 

Total  Average 
Check 

1931  

* 

$0.4299 

1932  

0.3873 

1933  

$0.4163 

0.3697 

1934  

0.4258 

0.3816 

1935  

0.4294 

0.3769 

1936  

0.4371 

0.3823 

1937  

0.4466 

0.3876 

1938  

0.4574 

0.3949 

1939  

0.4564 

0.3910 

*  Xot  available. 
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Exhibit  5 

Bramer  Restaurant  Company 

Returned  Goods  as  a  Percentage  of  Sales 
January,  1938 — September,  1940 


1938 

1940 

Januarv  

2.46% 

2.76% 

3-29% 

February  

2.82 

2.82 

3-61 

March.'  

2.86 

2.88 

April  

3.13 

2.71 

4.55 

Mar  

2.18 

3.34 

3-49 

June  

2.66 

3-10 

3-21 

Jnly  

3-29 

3.51 

3-75 

August  

3.03 

3.35 

3.59 

September  

2.85 

3.35 

3.72 

October  

2.86 

3.95 

November  

2.85 

3-79 

December  

2.73 

3.29 

Average  

2.84/0 

1  ~>  lC7 

Exhibit  6 

Bramer  Restaurant  Company 

Utilization  of  Main  Restaurant  Building 

Basement  2 — Power  plant 

1 —  Half-price  sales:  cafeteria:  receiving 
Floor        1 — Restaurant 

2 —  Restaurant 

5 — Commissary 

4 —  Commissary 

5 —  Utility  (  dishwashing,  laundrv.  boxmaking) 

6 —  Commissary 

7 —  Stock:  utility 

8 —  Commissary,  menu  and  promotion  depart- 
ment offices:  employees'  cafeteria 

9 —  Commissary  (bakery) 

10 —  General  offices:  candy  manufacturing 

11 —  Commissary 


364 


POLICY  FORMULATION  AND  ADMINISTRATION 

Exhibit  7 

Bramer  Restaurant  Company 

Organization,  1940 


BOARD  OF  DIRECTORS 


PRESIDENT 

MR.  STEVENS 


GENERAL  MANAGER 


ACCOUNTING 


PURCHASING 


SALES 
PROMOTION 


COMMISSARY 


FOOD 
SUPERVISION 


BRANCH 
MANAGERS 


MAINTENANCE 
AND  REPAIRS 


Exhibit  8 

Bramer  Restaurant  Company 

Branch  Restaurant  Operating  Statements 
Years  Ending  December  31 


1939 
$15,977 


1938 
$47,327 


1939 
$44,687 


1938 
$334,930 


1939 
$291,775 


1938 
$17,092 

6,871 

$10,221    $  9,319     $32,279   $30,049     $217,328  $188,863 


6,658       15,048  14,638 


117,602  102,882 


Main  Restaurant  Branch  I  Branch  II  Branch  III 

1938  1939 

Sales  $967,732  $882,855 

Cost  of  sales  (material  cost 

only)                             318,354  300,944 

Gross  profit  on  sales  $649,378  $581,911 

Revenue — leased  depart- 
ment (tobacco)                   5,840  4,884 

Income  after  cost  of  sales.  .$655,218  $586,795 

Salaries  and  wages*             302,236  281,998 

Operating  expensesf              67,782  78,215 

Store  operating  profit  $285,199  $226,581 

Administrative  expense ..  .  196,351  179,449 

Operating  profit  $  88,649  $47,132 

Other  income                        4,750  6,493 

Net  profit  $  93,339  $  53,625     $  4,680   $  3,739     $11,663   $  9,603     $  30,240   $  24,121 

Less:  General  and  utility 

expenses  $  93,045  $  91,701     $  1,486    $  1,506     $  3,933    $  4,062     $  32,060   $  28,939 

Adjusted  net  profit   $      354  $  38,076 J 

*  Includes  commissary 

labor  $    64,297  $  59,130 

t  Includes  commissary 

expense                                       4,881  5,046             108           112  231 

X  Loss. 


2,869 
872 

$  6,480 
1,799 


2,845 
1,064 
$  5,410 
1,670 


9,611 
3,759 
$18,909 
7,246 


9,676 
3,621 
$16,752 
7,149 


1,570 
$218,898 
96,857 
22,770 
$  99,271 
76,734 
$  22,537 
7,703 


1,314 
$190,177 
78,671 
25,000 
$  86,506 
70,146 
$  16,360 
7,761 


3,194    $  2,234     $  7,730   $  5,541        $l,820j  $  4,818j 


$    1,399    $    1,310      $    3,030    $  2,829 

246 


20,165  $  16,955 
1,534  1,766 
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Exhibit  8 — Continued 


Branch  IX 

Branch  TV  Branch  V  Branch  VI  Branch  VII  Branch  VIII     (201  Days) 

1938         1939  1938         1939  1938         1939         1938       1939        1938       1939  1939 

242,621  $219,044    $141,659  $130,141    $226,809  $201,181    $88,491  $86,839    $81,405  $71,527  $81,154 

85,513      80,638       48,319      47,526       78,911      72,428      29,129    28,236      28,450    25,460  31,768 


157,108  $138,406    $  93,340  $  82,615    $147,898  $128,753    $59,362  $58,603    $52,955  $46,066  $49,386 


63,280  57,919  41,342  37,984  56,315  51,606  27,430  26,933  21,688  19,257  27,188 
17,404      16,768       10,201      11,425       14,386      14,566       6,132      6,560       7,435      7,741  8,587 


76,424  $  63,719  $  41,797  $  33,206  $  77,197  $  62,580  $25,800  $25,110  $23,832  $19,069  $13,612 
45,368      45,250       25,323      25,031       34,716      33,954      15,894    15,763      22,186    19,598  10,711 


31,056  $  18,469  $  16,474  $  8,175  $  42,481  $  28,627  $  9,906  $  9,347  $  1,646  $  529*  $  2,840 
3,121       3,173        3,440       3,908  209         206         442        467       9,610    10,802  18 


34,178  $  21,642  $  19,914  $  12,083  $  42,690  $  28,833  $10,348  $  9,814  $11,256  $10,273  $  2,858 

22,509      21,936  16,030  15,880       20,642  19,800  8,607      8,462  7,557  7,125   0 

11,669  $      295t  $    3,884  $    3,797$  $  22,048  $    9,032  $  1,741  $  1,352  $  3,699  $  3,148  $  2,858 

16,251  $    14,846  $    11,357  $    10,116  $    15,014  $    13,401  $    5,526  $    4,752  $    5,351  $    4,592  $  5,525 

1,259         1,349  1,012  978           1,161  1,214  492          453  408  418  524 
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Exhibit  9 


Bramer  Restaurant  Company 

Operating  Statements — Combined  Restaurants 
Years  Ending  December  31,  1937-39 


1937 

1938 

1939 

 $2,392,771 

$2,148,066 

$2,025,149 

Cost  of  sales  

  917,252 

723,780 

707,111 

Gross  profit  on  sales  

$1,475,519 

$1,424,286 

$1,318,038 

Revenue — leased  department  

  2,293 

8,299 

6,942 

Tnrn TT) dTt&r  rncf  r\r  co  pc 

tl  477  £1 9 

>f)jL,<tj/-,30J 

<t1    X")A  QQA 

Salaries  and  wages : 

Administrative  

  66,155 

60,483 

50,981 

Store  operations  

522,223 

454,376 

441,235 

Commissary  

150,064 

140,567 

132,818 

Utility  

  56,794 

50,725 

52,297 

Occupancy  

  30,414 

25,035 

20,329 

Bonuses  and  vacations  

  20,843 

19,814 

18,315 

Total  

$  846,493 

$  751,000 

$  715,975 

Operating  expenses : 

Administrative  

30,108 

39,845 

39,914 

Store  operations  

  104,703 

53,330 

60,165 

Commissary  

  18,755 

10,731 

11,955 

Utility  

  27,358 

13,852 

16,579 

1  -31  Q-7Q 

125,40/ 

blectncity  and  steam  sales  

  8,296* 

8,506* 

8,585* 

 $  304,606 

$  220,284 

$  245,435 

Total — salaries,  wages,  and  operating  expenses  .... 

 $1,151,099 

$  971,284 

$  961,410 

Restaurant  operating  profit  

 $  326,713 

$  461,301 

$  363,570 

General  administrative: 

Interest  

  67,543 

60,124 

50,690 

Rent  paid  

62,319 

66,386 

72,604 

Property  tax  

  75,245 

80,107 

68,171 

176  803 

177  8?Q 

181  877 

22,990 

21,486 

15^205 

Excise  and  unemployment  taxes  

  39,700 

39,101 

38,680 

Total  

 $  444,600 

$  445,033 

$  427,227 

Operating  profit  

$  117,887* 

$  16,268 

$  63,657* 

Other  income: 

Rents  

20,140 

21,859 

23,284 

Discounts  

  6,459 

5,582 

5,877 

Miscellaneous  

  11,385 

8,790 

11,675 

Total  

 $  37,984 

$  36,231 

$  40,836 

Total  net  income  

$  79,903* 

$  52,499 

$  22,821* 

Other  gains  or  losses  

.  . .  7,049* 

1,809 

202* 

Federal  income  tax  

8,948 

Total  net  profit  

$  86,952* 

$  45,360 

$  23,023* 

*  Red  figures. 
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On  June  24,  1931,  a  syndicate  agreement  was  made  by  and  between 
Richard  Tucker  of  Boston,  Ross  J.  Leonard  of  Boston,  and  Frank  K. 
Master  of  New  York  City,  as  syndicate  managers;  and  R.  L.  Fox  of 
Orange,  New  Jersey;  Henry  Tucker  of  Orange,  New  Jersey;  Albert  L. 
Tucker  of  Boston;  and  the  Universal  Corporation  of  New  York  City 
as  subscribers,  for  the  purpose  of  buying  a  majority  of  the  common 
stock  of  Klein  System,  Inc.,  of  providing  that  corporation  with  addi- 
tional working  capital,  and  of  "generally  controlling  its  destiny  and  that 
of  the  Klein  System  now  owned  by  it  and  said  to  be  fully  covered  by 
Letters  Patent  of  the  United  States." 

Klein  System,  Inc.,  which  was  engaged  in  manufacturing,  selling, 
and  installing  equipment  for  preventing  slime,  scale,  and  corrosion  in 
boilers,  heaters,  condensers,  and  other  apparatus,  had  been  incorporated 
in  New  York,  in  1929,  to  acquire  the  assets  of  the  Klein  Electrolytic 
Corporation.  The  authorized  capital  stock  of  Klein  System,  Inc.,  con- 
sisted of  1,500  shares  of  7%  cumulative  nonvoting  preferred  stock,  of 
which  1,284  had  been  issued,  and  1,000  shares  of  voting  common  stock 
of  no-par  value,  all  of  which  had  been  issued. 

The  subscribers,  and  the  amounts  of  their  subscriptions,  were  as  fol- 
lows: R.  L.  Fox,  $1,000;  Henry  Tucker,  $3,000;  Albert  L.  Tucker, 
$10,000;  Universal  Corporation,  $13,000. 

The  subscribers  were  to  pay  their  subscriptions  on  call  of  the  man- 
agers but  could  not  be  called  upon  for  payment  in  excess  of  their  indi- 
vidual subscriptions.  The  managers  were  to  have  sole  discretion  and 
management  of  the  syndicate.  The  syndicate  was  to  be  in  force  for  five 
years  but  could  be  terminated  at  any  time  by  the  managers. 

Henry  Tucker  and  Albert  L.  Tucker  were  brothers.  The  former,  a 
consulting  engineer  who  had  acted  as  promoter  of  numerous  technical 
devices  over  a  period  of  thirty  years,  was  vice-president  and  general 
manager  of  Klein  System,  Inc.,  and  it  was  through  him  that  the  other 
subscribers  had  become  interested.  His  subscription  was  not  in  cash 
but  was  the  amount  owed  him  in  back  salary  at  the  time  of  the  forming 
of  the  new  syndicate.  Mr.  Fox  was  a  personal  friend  and  neighbor  of  his. 
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Albert  L.  Tucker  was  a  widely  known  businessman.  In  addition  to 
serving  as  an  officer  of  a  large  commercial  bank,  he  had  been  appointed 
receiver  for  bankrupt  concerns  on  five  or  six  occasions.  Since  1920, 
however,  he  had  retired  from  banking,  and  his  direct  contact  with 
business  had  been  as  a  consultant.  At  the  time  the  syndicate  agreement 
was  signed,  he  was  acting  in  that  capacity  for  half  a  dozen  companies, 
among  them  the  Universal  Corporation.  This  corporation  was  a  holding 
company  controlling  a  variety  of  interests.  Albert  Tucker  was  not  in  a 
position  to  devote  much  time  to  the  affairs  of  Klein  System,  Inc. 

Richard  Tucker  was  Albert  Tucker's  son.  Both  he  and  Mr.  Leonard 
were  in  business  in  Boston,  so  that  it  was  impossible  for  either  to  give 
his  whole  time  to  Klein  System,  Inc.  Mr.  Master  was  vice-president  and 
treasurer  of  the  Universal  Corporation. 

B.  Klein,  a  Scotchman  of  limited  means,  was  the  inventor  of  the 
Klein  System.  His  youth  had  been  spent  on  the  sea,  and  he  had  become 
interested  in  corrosion  and  scale  problems  confronting  marine  engineers. 
The  Klein  System  had  been  inspired  by  an  electrolysis  installation  which 
Mr.  Klein  had  observed  on  an  English  ship.  The  installation  was  unsuo 
cessful,  and  Klein  studied  it  with  a  view  to  discovering  the  difficulty. 
His  knowledge  of  electrolysis  was  limited  to  what  he  had  gained 
through  firsthand  experience,  since  he  had  neither  an  academic  nor  a 
scientific  education.  By  1925  he  believed  that  he  had  found  the  funda- 
mental fault  and  proceeded  to  perfect  a  new  system. 

The  following  explanation  of  the  Klein  System  is  taken  from  a  book- 
let prepared  in  September,  1931,  by  the  managers  of  the  Tucker  syn- 
dicate: 

Since  the  invention  of  the  steam  engine  the  two  great  enemies  of  efficient 
steam  power  production  have  been  scale  and  corrosion.  These  two  evils  are  re- 
sponsible for  inefficiency  due  to  poor  heat  transfer,  failure  of  tubes  through 
bagging,  as  well  as  deterioration  through  corrosion  of  the  metal  of  all  steam 
plant  equipment. 

Various  schemes — chemical,  mechanical  and  electrical — to  prevent  the  in- 
roads of  corrosion  and  scale  on  the  life  and  efficiency  of  such  equipment  have 
been  advanced  from  time  to  time.  Frequently  the  remedies  have  been  worth- 
less or  mere  temporary  palliatives;  others,  while  decreasing  one  of  the  evils,  have 
increased  the  other.  Scale  and  slime  can  be  removed  at  great  expense  from  boilers 
and  condensers  by  mechanically  cleaning  them  or  by  chemical  treatment,  but  this 
does  not  prevent  and  usually  increases  the  danger  from  corrosion. 

The  idea  of  preventing  corrosion  and  scale  formation  electrolytically  is  old, 
but  its  application  to  practical  use  was  only  partially  successful  until  the  advent 
of  the  system  covered  by  the  Klein  patents.  Vital  points  overlooked  by  previous 
investigators  were  covered  therein. 

The  Klein  System  is  a  scientific  and  practical  adaptation  of  electrochemical 
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theory  to  the  protection  of  steam  plant  equipment,  pipelines,  and  other  water- 
containing  apparatus.  The  success  of  this  system  is  due  to  the  patented  method  of 
introducing  an  externally  applied  electromotive  force  through  the  shell  of  the 
equipment  to  be  protected — but  completely  insulated  from  it — to  anode  bars 
distributed  within  the  contained  water. 

The  water  acts  as  an  electrolyte  to  transmit  the  small  electric  current  from 
the  anode  bars  to  the  surfaces  to  be  protected.  The  application  of  this  current 
causes  the  reversal  of  the  polarity  of  the  protected  metal  surfaces,  making  them 
cathodic  areas  to  which  scale  does  not  adhere  and  upon  which  corrosion  does  not 
take  place. 

The  following  benefits  are  obtained  through  the  installation  of  the  Klein 
System:  All  corrosion  is  stopped  on  equipment  protected.  Existing  scale  is  re- 
moved and  formation  of  new  scale  and  deposits  of  grease,  oil  or  vegetable  slime 
is  prevented,  as  is  also  the  dezincification  of  Admiralty  or  Muntz  metal  con- 
denser tubes.  Hydrogen  embrittlement  of  steel  is  eliminated  and  preliminary 
treatment  of  feed  water  is  in  most  cases  rendered  unnecessary.  Thus  operating 
expenses  are  reduced  through  better  heat  transfer  which  brings  about  lower  fuel 
consumption  in  boilers  and  higher  vacuum  in  condensers,  the  elimination  of 
shutdowns  due  to  scale  removal,  reduction  of  tube  renewals  and  other  repairs, 
and  longer  life  of  all  protected  equipment.  There  are  many  and  varied  uses  for 
the  Klein  System.  At  present  it  is  being  used  most  effectively  on  boilers,  con- 
densers, heaters,  and  economizers. 

The  following  comment  on  electrolytic  methods  of  boiler  scale  con- 
trol is  condensed  from  a  bulletin  prepared  by  Everett  P.  Partridge: 

The  use  of  electrical  circuits  in  connection  with  a  boiler  to  prevent  scale  is 
probably  derived  from  the  time-honored  custom  of  suspending  zinc  plates 
in  a  boiler  to  inhibit  corrosion.  Fischer,  in  1876,  tested  the  use  of  both  zinc 
plates  and  electrical  systems  and  decided  that  neither  were  of  value  in  scale 
prevention.  In  recent  years,  however,  patent  citations  and  reports  of  remarkable 
results  obtained  with  one  or  another  of  the  many  systems  have  been  increasing 
rapidly.  It  should  be  noted,  however,  that  practically  all  the  published  reports 
have  appeared  in  trade  journals  rather  than  in  the  publications  of  technical 
societies,  and  that  the  information,  while  generally  enthusiastic,  is  remarkably  in- 
complete. On  the  other  hand,  Manz  has  reported  that  out  of  electrical  scale- 
prevention  installations  surveyed,  four  showed  good  results,  four  indefinite  re- 
sults, and  sixteen  negative  results. 

Reliable  information  concerning  practical  tests  of  electrical  systems  for  scale 
prevention  is  extremely  limited.  Most  of  the  articles  published  have  very  evi- 
dently been  written  by  interested  parties  rather  than  by  impartial  observers,  and 
do  not  include  essential  data.  Fischer's  tests  in  1876  are  undoubtedly  reliable  for 
the  conditions  under  which  he  worked,  but  no  exact  investigation  has  been  pub- 
lished since  this  early  date.1 

After  securing  proper  patents,  Mr.  Klein  succeeded  in  interesting 

1  Everett  P.  Partridge,  Formation  and  Properties  of  Boiler  Scale,  University  of  Michi- 
gan, Engineering  Research  Bulletin  No.  15  (Ann  Arbor,  June,  1930). 
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certain  people  in  his  invention,  and  the  Klein  Electrolytic  Corporation 
was  formed  in  1926.  This  company  did  not  fare  well  financially.  In 
August,  1929,  its  assets  were  taken  over  by  Klein  System,  Inc.  Excerpts 
from  the  minutes  of  the  first  meeting  of  the  board  of  directors  of  Klein 
Svstem,  Inc.,  explain  this  transaction: 

The  chairman  presented  a  proposed  contract  between  this  corporation  and 
the  Klein  Electrolvtic  Corporation  which  provided  for  the  acquisition  by  this 
corporation  of  all  the  assets  of  the  Klein  Electrolytic  Corporation,  including 
three-fourths  interest  in  certain  patents  and  applications  for  patents  in  the 
United  States,  Great  Britain,  northern  Ireland,  and  the  Dominion  of  Canada, 
and  for  the  delivery  bv  this  corporation  to  Klein  Electrolytic  Corporation  of 
sufficient  preferred  stock  and  cash  to  enable  the  Klein  Electrolytic  Corporation 
to  liquidate  its  affairs  and  satisfy  its  creditors.  Accordingly,  the  contract  called 
for  the  issuance  to  the  Klein  Electrolytic  Corporation  of  384  shares  of  the  7% 
cumulative  preferred  stock  of  this  corporation,  and  the  payment  in  cash  of 
$3,738,  and  for  the  issuance  of  9  shares  of  preferred  stock  to  Robert  Russ,  it 
being  understood  that  any  portion  of  the  above  384  shares  of  preferred  stock 
and  $3,738  cash  as  were  nor  necessary  to  liquidate  the  affairs  of  the  Klein 
Electrolytic  Corporation  would  be  returned  to  this  corporation.  The  9  shares  of 
preferred  stock  to  be  issued  to  Robert  Russ  are  to  be  in  consideration  of  the 
assignment  by  Mr.  Russ  of  his  one-quarter  interest  in  the  patents  and  applica- 
tions for  patents,  the  remaining  interest  in  which  is  to  be  assigned  to  this  cor- 
poration by  Klein  Electrolytic  Corporation  and  by  Mr.  Klein.  .  .  . 

Resolved  that  Henry  Tucker  be  and  hereby  is  appointed  general  manager  of 
the  corporation  with  an  annual  salary  of  S  12.000  plus  5~c  of  the  gross  income  of 
the  corporation  for  each  year. 

Further  resolved  that  the  corporation  issue  100  shares  of  its  common  stock 
without  nominal  or  par  value  to  Henry  Tucker  in  consideration  of  services 
rendered  by  him  in  the  organization  of  the  corporation. 

The  chairman  then  presented  a  proposed  contract  between  this  corporation 
and  B.  Klein  which  provided  that  Air.  Klein  would  assign  to  this  corporation 
a  three-fourths  interest  in  certain  patents  and  applications  for  patents  and  would 
receive  in  exchange  therefor  350  shares  of  the  common  stock  without  nominal 
or  par  value  of  this  corporation  together  with  $20,000  cash,  S  10.000  of  which 
was  to  be  paid  forthwith  and  $  10.000  to  be  paid  in  three  months.  The  contract 
also  provided  for  the  employment  of  Mr.  Klein  by  this  corporation  as  consulting 
engineer  for  a  period  of  five  years  at  a  salary  commencing  at  S 8,000  a  year  and  to 
be  increased  at  the  rate  of  an  additional  $1,000  for  each  $10,000  net  profit  of 
the  corporation  over  S 5 0.000  not  to  exceed,  however,  $  12,000  in  any  one  year. 

The  following  excerpts  from  letters  written  bv  Henry  Tucker  to  the 
manager  of  the  syndicate  which  originally  formed  Klein  System,  Inc., 
show  the  course  of  the  corporation's  business  from  its  inception  in  1929, 
to  June.  1931,  when  the  Tucker  syndicate  purchased  control.  The 
original  syndicate,  headed  bv  Mr.  Rust,  should  be  distinguished  from 
the  latter,  or  Tucker  syndicate.  Oct.  1,  1929 
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Mr.  P.  J.  Rust,  Syndicate  Manager 
Dear  Mr.  Rust: 

The  syndicate  subscribed  for  750  shares  of  preferred  stock  at  SI 00  per  share 
and  for  550  shares  of  common  stock  at  SI  per  share.  The  first  syndicate  call 
was  for  25 /c  of  the  preferred  and  for  all  the  common  subscription  which  pro- 
duced a  total  of  S  19,300. 

After  making  the  payments  requisite  to  the  taking  over  of  the  assets  of  the 
Klein  Electrolytic  Corporation,  there  remained  a  cash  balance  of  S4,56l  available 
for  corporate  purposes.  The  corporation  also  has  the  right  to  call  S  5 6,2  50  addi- 
tional capital  from  the  syndicate  upon  resolution  by  the  board  of  directors.  Out 
of  this,  SI 0,000  must  be  paid  to  Mr.  Klein  on  November  16.  Thus,  our  available 
cash  working  capital  for  carrying  out  the  purchase  contract  is  S50.81 1.  This 
amount,  though  small,  should  suffice.  Our  overhead  expenses,  until  such  time 
as  we  have  a  material  amount  of  contract  work  on  hand,  are  estimated  at  S2,200 
per  month.  This  does  not  include  sales  literature,  advertising,  patent  expenses, 
and  research  work,  all  of  which  items  are  adjustable  to  meet  conditions. 

The  direct  work  now  on  hand  is  as  follows: 

Pierce  Paper  Company  {Louisiana) 

This  contract  work  was  started  by  the  old  company,  being  a  750  h.p.  high- 
pressure  boiler,  price  SI, 500.  The  exact  amount  of  money  advanced  by  the  pur- 
chaser for  the  purchase  of  equipment  is  not  yet  known  to  us  but  should  not  ex- 
ceed S500,  at  the  most.  It  will  be  deducted  from  the  final  pavment  to  us.  This 
contract  was  largely  verbal,  and  all  expenses  were  paid  by  the  client  with  no 
record  available,  but  Mr.  Klein  anticipates  a  profit  of  at  least  S750.  Our  as- 
sistant engineer  began  the  installation  of  electrodes  September  24.  It  was  in  op- 
eration September  29. 

Condigal  Paper  Company  (New  York) 

Two  750  h.p.  boilers  were  equipped  in  1927,  and,  although  mica  insulators 
were  used  exactly  like  those  which  failed  in  other  plants,  the  system  gave  com- 
plete satisfaction  until  July  of  this  year,  when  the  main  electrode  of  one  boiler 
failed  due  to  faulty  insulation. -As  soon  as  we  began  operations,  Mr.  Klein  visited 
the  plant  and  found  the  manager  very  enthusiastic  about  the  system  and  eager 
for  repairs  on  the  defective  electrode.  He  opposed  changes  in  the  form  of  the 
electrode  to  our  present  type  but,  after  claims  of  increased  efficiency  by  Mr. 
Klein,  told  him  to  go  ahead.  We  made  a  proposal  to  put  in  complete  new  elec- 
trodes, anode  bars  being  furnished  by  them,  for  the  sum  of  S480  plus  S12  per 
day  for  our  erection  man  and  all  expenses  during  his  absence  from  New  York. 
We  have  received  the  order  which  carries  an  estimated  profit  of  S3 60  after  in- 
cluding Mr.  Klein's  traveling  expense  as  part  of  the  cost. 

New  York  Power  Corporation 

This  contract  amounts  to  S  1,200.  It  was  expected  that  the  installation  would 
be  completed  before  this,  but  delays  have  been  experienced.  It  should  be  in 
operation  October  15,  if  we  have  no  further  setbacks. 

The  electrodes  all  had  to  be  made  by  hand  in  a  very  expensive  way,  since 
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the  drop  forgings  which  were  left  in  the  hands  of  the  Sands  Electric  Company 
have  mysteriously  disappeared.  Receipts  show  that  they  received  the  material 
inventoried  at  S2,072  by  the  old  company,  but  they  cannot  explain  its  disap- 
pearance. The  Sands  Electric  Company  has  claims  against  the  old  company  of 
more  than  the  value  of  the  loss,  so  that  it  appears  that,  if  the  material  is  not 
found,  we  shall  save  that  much  in  preferred  stock  which  was  to  go  to  that 
company.  The  loss  of  the  material,  however,  has  set  us  back  a  great  deal  in  our 
operations,  as  we  cannot  obtain  quick  delivery  in  replacing  it.  New  dies  and 
forgings  have  to  be  made,  which  will  not  be  available  until  November.  Until 
that  time,  we  shall  have  to  pay  for  hand  and  machine  work.  Although  the  pre- 
ferred stock  outstanding  will  be  reduced,  it  means  an  additional  strain  on  cash. 

ADDITIONAL  INSTALLATIONS 

We  have  been  told  to  proceed  with  further  installations,  though  formal  orders 
have  not  been  received.  Material  is  now  being  ordered,  and  these  installations 
should  all  be  in  operation  sometime  in  November.  The  quotation  prices  of  these 
installations  total  S  10,100. 

UNSUCCESSFUL  OLD  CONTRACTS 
Efforts  are  being  made  to  revive  old  prospects  with  some  hope  of  success. 
The  sales  resistance  is  high  where  trouble  was  formerly  experienced,  probably 
even  higher  than  on  new  prospects.  We  shall  do  our  best  not  to  leave  any  dis- 
satisfaction behind  us. 

SUCCESSFUL  OLD  INSTALLATIONS 
Emerald  Paper  Mills  Company  (New  Jersey  ) 

An  interesting  report  has  been  received  from  the  president  of  this  company 
where  the  Klein  System  with  the  old- type  installation  was  put  in  operation  in 
two  boilers  July  1,  1928.  He  told  us  over  the  telephone  that  he  believed  every- 
thing was  all  right  or  he  would  have  had  complaints,  but  that  he  would  in- 
vestigate. A  few  days  later,  he  stated  that  his  engineer  reported  the  system  in 
successful  operation. 

Southern  Electric  Light  &  Power  Company  {California) 

Our  most  successful  installations  are  with  this  company  where  they  are 
specified  by  the  company's  consulting  engineers.  First  installation,  two  55,000 
square  foot  condensers  nearly  five  years  ago.  Second  installation,  one  75,000 
square  foot  condenser.  Third  installation,  four  20,000  square  foot  condensers  in 
1928,  and  fourth  installation,  four  20,000  square  foot  condensers  now  being 
erected.  The  two  latter  were  put  in  under  the  royalty  plan,  a  S 5,000  royalty  being 
paid  for  the  third  installation  and  S5,000  being  payable  under  contract  some- 
time between  October  1  and  the  time  of  completion  of  the  work,  estimated  to  be 
in  November,  1929-  Orders  like  this  are  most  desirable,  as  sales  talk. 

Philadelphia  and  Reading  Electric  Service  Company  (Pennsylvania) 

The  six  large  heaters  upon  which  the  system  was  installed  in  1927  are  being 
fully  protected  against  corrosion  and  pitting.  The  heaters  were  expected  to 
fail  within  a  few  months  when  the  system  was  put  in,  but  the  chief  engineer 
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now  reports  all  corrosion  has  stopped,  and  the  heaters  have  an  expected  life  equal 
to  the  life  of  the  plant,  if  the  system  is  kept  constantly  in  operation. 

Henry  Tucker,  Vice-President 


Oct.  10,  1929 

Mr.  P.  J.  Rust,  Syndicate  Manager 
Dear  Mr.  Rust: 

Supplementing  our  letter  of  October  1,  we  feel  that  the  following  additional 
information  would  be  of  interest. 

Pierce  Paper  Company  {Louisiana) 

Our  man  completed  the  installation  September  29  and  remained  to  observe 
the  results.  Saturday,  October  5,  one  of  the  boiler  tubes  burned  out  and  started 
leaking.  The  boiler  was  taken  off  the  line,  and,  after  it  became  cool  enough  for 
examination,  it  was  found  that  about  twelve  of  the  tubes  were  burned,  including 
two  tubes  that  had  been  in  operation  only  a  week. 

The  whole  boiler  was  greatly  improved,  so  far  as  the  scale  removal  is  con- 
cerned; one  side  being  entirely  clean  and  the  other  side  partly  clean.  Some  of  the 
scale  came  off  in  flecks,  and  some  was  powdered.  The  bottom  of  the  boiler  was 
completely  covered  with  loose  scale  and  mud.  The  boiler  was  extremely  dirty,  not 
having  been  cleaned  or  washed  for  months  before  we  installed  the  system.  Many 
of  the  tubes  were  almost  closed  up  with  scale. 

An  analysis  shows  that  46^%  of  the  scale  was  silicon  dioxide.  Silica  scale  is 
the  most  difficult  kind  to  handle  and  is  not  removed  by  the  ordinary  boiler 
compound,  but  the  results  obtained  in  the  first  week's  operation  are  certainly 
very  encouraging  to  us. 

The  operating  engineer  claimed  that  the  action  of  the  electric  current  had 
something  to  do  with  the  burning  of  the  tubes,  but,  of  course,  there  is  nothing 
to  this  idea,  since  the  system  protects  the  apparatus,  instead  of  destroying  it.  The 
burning  may  have  been  due  to  various  causes  but  was  probably  due  to  the 
presence  of  so  much  scale  which  had  either  attached  to,  or  fallen  into,  the  tubes. 

The  boiler  was  put  back  on  the  line  Tuesday,  October  8,  and  will  be  opened 
again  for  further  examination  on  Sunday. 

A  rough  estimate  of  receipts  and  expenditures  during  the  last  quarter  shows 
a  total  of  about  $38,000  available,  including  the  money  received  from  the  second 
syndicate  call  and  receipts  from  contracts.  On  the  item  of  expenditures,  we  have 
to  make  final  payment  of  $10,000  to  Klein,  install  11  systems  on  boilers,  add 
$2,250  to  inventory  of  material,  spend  $1,000  on  patents,  and  $1,000  on  ad- 
vertising and  bulletins.  These  items  amount  to  approximately  $31,000.  On  this 
basis,  on  December  31  there  would  be  no  liabilities,  and  the  cash  and  accounts 
receivable  would  amount  to  $9,500.  The  above  estimate  is  on  the  basis  of  build- 
ing contracts  already  authorized  but  does  not  take  into  consideration  additional 
contracts  which  we  may  obtain  during  the  period. 

Henry  Tucker,  Vice-President 
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Jan.  6,  1930 

Mr.  P.  J.  Rust,  Syndicate  Manager 
Dear  Mr.  Rust: 

As  you  know,  there  have  been  two  syndicate  calls  each  of  25%  of  the  amount 
of  the  subscription,  producing  a  total  of  $37,500.  Mr.  Klein  was  paid  $15,000 
and  the  Klein  Electrolytic  Corporation,  $3,738,  as  part  of  the  purchase  price  of 
the  system,  leaving  $18,762  working  capital.  Expenses  of  $10,591  have  been 
charged  to  assets.  There  have  been  executive  and  other  operating  costs  of 
$8,171,  which  cannot  be  credited  to  any  asset  account.  The  cash  balance,  De- 
cember 31,  was  $1,545,  and  accounts  payable  were  $599. 

Additional  cash  is  needed  immediately,  and  another  call  of  25%,  payable  dur- 
ing the  month  of  January,  is  required. 

The  balance  sheet  of  the  company,  December  31,  1929,  is  as  follows: 


Assets: 

Cash  on  hand  $  1,545 

Syndicate  subscriptions  preferred  stock  callable .  37,500 

Royalties  receivable   5,000 

Office  furniture  and  fixtures   901 

Shop  machinery,  tools,  and  fittings   933 

Engineering  plans   1,087 

Sales  literature   237 

Inventory   5,012 

Uncompleted  contracts   2,344 

Patents  and  goodwill   58,169 

Operating  cost,  August  15 — December  31,  1929.  8,171 

Total   $120,899 


Liabilities: 

Accounts  payable  $  599 

Deferred  payment  to  B.  Klein   5,000 

Preferred  stock   114,300 

Common  stock   1,000 

Total   ~~  $120,899 


Royalties  Receivable 

This  item  is  payable  to  us  by  the  Southern  Electric  Light  &  Power  Company, 
on  account  of  the  fourth  installation  of  the  Klein  System  on  condensers  in  their 
Los  Angeles  plant.  It  was  expected  that  this  money  would  come  in  during 
October.  It  was  not  received  for  the  reason  that  it  was  due  when  the  system  was 
installed,  and  that  some  of  their  condenser  castings  were  defective;  therefore, 
the  installation  was  postponed  until  the  coming  spring. 

Office  Furniture  and  Fixtures 

This  is  actual  cost,  and  the  value  is  much  in  excess  of  the  amount  shown. 

Shop  Machinery  and  Tools 

We  began  our  manufacturing  work  in  machine  shops  belonging  to  other 
companies.  We  found  this  to  be  expensive,  and,  furthermore,  we  could  not  de- 
pend upon  the  accuracy  of  the  work,  even  though  our  own  men  supervised  it 
to  a  great  extent.  We  found  it  possible  to  obtain  necessary  shop  space  near  our 
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office  at  a  rental  of  $50  per  month  and  to  obtain  the  machinery,  tools,  etc.,  at  a 
cost  of  $639-  The  machinery  has  been  installed  and  is  now  in  operation,  so  that 
practically  all  our  work  can  be  done  in  our  own  shop,  and  every  electrode  tested 
before  it  goes  to  the  job.  The  low  cost  of  the  equipment  is  due  to  the  fact  that  we 
were  able  to  purchase  suitable  second-hand  machines  at  reasonable  prices. 

Plans 

The  plans  are  worth  much  more  to  us  than  the  amount  shown  and  could  not 
be  reproduced  for  that  amount. 

Literature 

This  item  represents  the  cost  of  5,000  of  our  circulars,  all  of  which  are  avail- 
able for  1930  use,  and  the  item  will  be  absorbed  during  1930  in  sales  expense. 

Inventory 

This  includes  $2,072  for  materials  bought  by  the  old  company  and  never  paid 
for  but  which  could  not  be  found  and  delivered  to  us.  This  item  was  covered  by 
an  allotment  of  preferred  stock,  and,  when  the  adjustment  is  made,  there  will 
be  a  reduction  of  inventory  and  a  corresponding  return  of  preferred  stock  to  us 
by  the  Klein  Electrolytic  Corporation. 

Uncompleted  Contracts 

This  item  is  actual  cost  charged  directly  to  contracts  which  have  not  yet  been 
completed  by  us.  As  each  contract  is  completed  and  invoiced,  the  amount  charged 
against  same  will  be  transferred,  together  with  the  profit,  to  accounts  receivable. 

Patents  and  Goodwill 

This  item  represents  cash  and  preferred  stock  paid  to  the  Klein  Electrolytic 
Corporation,  together  with  the  cost  of  organizing  the  present  corporation. 

Operating  Cost,  August  15-December  31, 1929 

This  item,  amounting  to  about  $1,800  per  month,  represents  our  overhead 
to  date  not  directly  chargeable  to  any  particular  contract.  This  is  not  more  than 
we  expected  it  to  be,  although,  unfortunately,  we  have  not  yet  been  able  to 
complete  contracts  from  which  profits  were  expected  to  absorb  part  or  all  of  this 
overhead.  It  really  represents  the  cost  of  getting  into  a  position  where  we  can 
actually  get  ahead  with  profitable  contracts. 

Development 

Results  obtained  at  the  installations  of  the  Pierce  Paper  Company  and  at  the 
New  York  Power  Corporation  plants  prove  absolutely  that  the  Klein  System  will 
successfully  accomplish  the  results  claimed,  providing  the  insulators  installed  are 
sufficiently  perfect  to  operate  without  short-circuiting.  In  our  opinion,  the  design 
of  the  insulator,  as  now  being  used  by  us,  is  perfect.  Insulators  installed  on  the 
first  boiler  at  the  Pierce  plant  were  prepared  about  six  months  before  they  were 
put  into  use  and  had  time  to  thoroughly  dry  out,  and  there  have  been  no  failures. 
It  was  not  realized  that  the  insulating  cements  used  were  of  such  a  nature  as  to 
be  incapable  of  standing  up  in  service  upon  being  freshly  assembled  and  in- 
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troduced  into  boilers  under  steam  pressure  before  having  had  a  chance  to  dry 
out.  In  actual  practice,  it  was  found  that  the  electrodes  installed  immediately 
after  they  were  assembled  were  subject  to  a  failure  of  more  than  50%.  For- 
tunately, the  installation  at  the  New  York  Power  Company  plant  operated  with- 
out short-circuiting  for  a  sufficient  time  to  demonstrate  the  successful  operation 
of  the  Klein  System.  In  other  boilers,  short-circuiting  took  place  almost  im- 
mediately and  the  demonstration  was  unsatisfactory. 

We  have  succeeded  in  obtaining  dielectic  cements,  which  will  solve  the 
difficulty  and  make  it  easy  to  assemble  electrodes  quickly  and  install  them  almost 
immediately  thereafter,  without  fear  of  short  circuits.  It  is  quite  within  the  range 
of  possibility  that  our  insulator  may  prove  to  be  a  distinct  improvement  in  high- 
tension  insulators,  thereby  producing  for  the  corporation  a  very  substantial  by- 
product royalty  income. 

Henry  Tucker,  Vice-President 


June  12,  1930 

Mr.  P.  J.  Rust,  Syndicate  Manager 
Dear  Mr.  Rust: 

As  stated  in  my  letter  of  June  4,  it  is  necessary  to  issue  another  call  upon 
the  syndicate  for  funds.  A  directors'  meeting  will  be  held  this  afternoon  for  that 
purpose.  The  cash  situation  today  is  set  forth  below: 


Accounts  payable  during  June  $1,610 

Salaries  for  June   2,590 

Total  June  requirements  $4,200 

Less:  Cash  on  hand  today   2,449 

Shortage  for  June  requirements  $1,751 

Accounts  receivable: 

Unpaid  third  syndicate  call   156 

New  York  Power  Company  balance  (still  under 

negotiation)   690 

Condigal  Paper  Company   677 

Pierce  Paper  Company  (final  back  charge  estimated  but 

not  yet  received)   4,400 

Total  .$5,923 


With  all  receivables  on  hand  and  all  payables  settled,  the  cash  resources  of  the 
company  July  1  would  be  $22,922. 

In  my  opinion,  it  would  be  wise  for  the  board  of  directors  to  issue  a  call  upon 
the  syndicate  by  passing  a  resolution  somewhat  as  follows: 

Resolved  that  the  syndicate  be  requested  to  take  up  the  fourth 
25%  of  its  preferred  stock  subscription  in  such  amounts,  and  at  such 
times,  as  may  be  determined  by  the  syndicate  manager. 

Henry  Tucker,  Vice-President 
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The  financial  statements  in  Exhibits  1  and  2  show  the  condition  of 
Klein  System,  Inc.,  as  of  December  31,  1930.  Similar  statements  in 
Exhibits  3,  4,  and  5  show  the  condition  of  the  company  as  of  June  30, 
1931,  when  control  was  acquired  by  the  Tucker  syndicate. 

Exhibit  1 

Klein  System,  Inc. 

Balance  Sheet,  December  31,  1930 


Assets: 

Cash  $  4,508 

Accounts  Receivable   4,126 

Syndicate  Subscriptions  Receivable   2,813 

Inventory   8,603 

Machinery  and  Tools  (less  Depreciation)   1,810 

Furniture  and  Fixtures  (less  Depreciation)   809 

Special  Deposits   40 

Unexpired  Insurance   73 

Patents  and  Goodwill   58,452 

Total   $81,234 


Liabilities: 

Accounts  Payable  $  1,769 

Preferred  Capital  Stock   127,425 

Common  Capital  Stock   1,000 

Surplus,  January  1,  1930  (Deficit)  $  8,554 

Loss  12  Months  1930   40,406  48,960 

Total   $81,234 


Exhibit  2 

Klein  System,  Inc. 
Profit  and  Loss  Statement — Year  Ended  December  31,  1930 


Income : 

Gross  sales*  $22,099 

Less:  Cost  of  sales   31,560 

Loss  on  sales  $  9,461 

Other  income: 

Option  agreement   1,800 

Total  income  (loss)                                                             $  7,661 

Expenses: 

General  expenses  $30,944 

C.  B.  House,  advances  charged  off   1,800  32,744 

Loss  12  months  1930   $40,405 

*  Condigal  Paper  Company  $  234 

Pierce  Paper  Company   6,500 

New  York  Power  Corporation   1,200 

New  York  Power  Corporation   31 

Southern  Water  Service  Company   2,400 

Illinois  Power  Corporation   2,100 

Northern  New  York  Power  Company   2,400 

Tuttle  &  Sims  Company   1,664 

Albany  Power  Company   1,400 

Palmer  Rug  Company   710 

Harmsworth  Power  Company   3,460 


$22,099 
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Exhibit  3 
Klein  System.  Inc. 

Balance  Sheet,  June  30,  1931 

Current  Assets : 

Cash  $  2,774 

Accounts  Receivable*   10,072 

Inventories  (at  Cost)   9,235 

Total  Current  Assets   $  22,081 

Fixed  Assets: 

Furniture  and  Fixtures  (less  Depreciation)  S  S09 

Machinery  and  Tools  (less  Depreciation)                                     1,810   $  2,619 

Patents  and  Goodwill   58,478 

Total  Fixed  Assets   S  61,097 

Deferred  Charges:  24 

Total  Assets   S  83,202 


Current  Liabilities: 

Notes  Payable  $  3,000 

Accounts  Payable   1,338 

Total  Current  Liabilities   S  4,338 

Capital  Stock  and  Surplus: 

Preferred  Stock — 7°x  Cumulative  (Authorized  1,500  Shares  of 

$100  Each — Outstanding,  l,2S4j  Shares)  $128,425 

Common  Stock  (Authorized  and  Outstanding  1,000  Shares  at 

$lEach)   1,000  $129,425 

Capital  Surplus: 

Contributed   10,000 

Total  Capital  Stock  and  Surplus   $139,425 

Deficit,  January  1,  1931  S  48,960 

Loss  6  Months  1931   11,601  60,561 

Total   S  83,202 


*  Tuttle  &  Sims  Company  S  2,027 

Condigal  Paper  Company   430 

Harms  worth  Power  Company   2,000 

Inland  Gas  &  Electric  Corporation   101 

Bearse  Paper  Company  (not  yet  due)   5.514 


S  10.072 
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Exhibit  4 

Klein  System.  Inc. 
Profit  and  Loss  Statement—Six  months  Ended  June  30,  1931 

Sales   S  9,578 

Cost  of  goods  sold: 

Material  consumed   $  2,056 

Direct  labor  $  307 

Unabsorbed  payroll   1,172  1,479 


2.  - 

S  3. ~Y- 


Shop  $121 

Revising,  altering,  and  inspecting  installations   766  $887 

Material  777...  5S1 

Miscellaneous   134   S  1,497 

Commissions  S  540 

Miscellaneous   52  1,687 

Genera  ace  i.~~::::s:ri::~ ~t  expenses 

L:s5  ft:—  :rera:::-s   


less  Inttres:  izz  cissiun:  earnen 


Exhibit  5 

Klein  System,  Inc. 

S^.es  .■,'<',.'.  S i.. '.y.  z  j/c'l  Ge'cer^,  Exoe'C'es 
Itemized  for  Six  Months  Ended  June  30,  1931 


New 

Installations  Tarts 

Condigal  Paper  Company   $  300 

Inland  Gas  ic  Zletrri:  Cimcratl:-                         53.fCC  100 

New  York  Power  Corporation   64 

Bearse  Paper  Company   5,514 


T::al 
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Exhibit  5 — Continued 


SELLING  EXPENSES 

Commissions   $  540 

Traveling  and  entertainment   1,095 

Miscellaneous   52 

Total   $1,687 

GENERAL  AND  ADMINISTRATIVE  EXPENSES 

Executives'  salaries  S  9,500 

Office  salaries   1,550 

Rent  and  light   832 

Miscellaneous   647 

S12,529 

Less :  Credits   317 

Total  .$12,212 


One  of  rhe  first  moves  made  bv  the  new  Tucker  syndicate  managers 
in  June,  1931.  was  to  draw  up  the  following  operating  plan  for  a  six 
months'  period: 

The  syndicate  managers  and  officers  of  Klein  System,  Inc.,  have  prepared  the 
following  plan  for  the  direction,  supervision,  and  control  of  the  company  during 
the  next  six  months.  This  new  plan  will  supersede  for  this  period  all  previous 
plans.  Certain  of  these  suggested  proposals  are  radical  departures  from  previous 
policies;  thev  were  outlined,  however,  bv  your  officers  and  committee  because 
of  the  belief  that  only  by  means  of  such  drastic  action  can  the  company  have  any 
hope  of  succeeding  with  its  present  financial  setup.  The  plan  is  to  be  adopted  July 
1,  1931.  and  to  continue  for  six  months.  At  the  conclusion  of  that  period,  prog- 
ress toward  its  achievement  is  to  be  summarized  to  ascertain  from  the  results 
what  the  future  plans  and  policies  of  the  companv  should  be.  During  that  period 
it  is  believed  the  officers  and  employees  of  the  company  should  direct  all  their 
efforts  toward  the  securing  of  sales  at  the  lowest  possible  expense.  Since  ex- 
perimental and  development  work  is  finished  and  much  of  the  sales  promotional 
work  carried  out,  sales  should  be  secured.  Also,  because  of  the  economy  features 
of  the  apparatus,  it  should  be  sold  without  excessive  resistance  during  a  period  of 
depression. 

The  proposals  outlined  below  are  based  on  the  following  considerations: 

a)  That  the  various  syndicates  have  financed  liberallv  missionary  and  de- 
velopment work,  and  definite  results  in  the  form  of  sales  should  now  be 
secured  by  the  companv. 

b)  That  every  effort  possible  must  be  made,  and  every  precaution  taken,  to 
insure  the  continued  existence  of  the  company. 

c)  That  the  results  to  be  secured  from  the  company's  apparatus  are  con- 
servatively described  by  the  company's  present  officers  on  the  basis  of 
which  funds  have  been  made  available  by  the  present  syndicate. 

1.  Organization 

Directors — The  following  board  of  directors  is  to  be  elected:  D.  R.  Blaine 
(Mr.  Klein's  lawyer),  Henry  Tucker,  B.  Klein,  P.  J.  Rust,  R.  J.  Leonard,  F.  K. 
Master,  Richard  Tucker. 
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The  directors  should  elect  the  following  active  officers:  Henry  Tucker,  presi- 
dent; B.  Klein,  vice-president  and  consulting  engineer:  F.  K.  Master,  treasurer: 
E.  S.  Mason,  assistant  treasurer;  Richard  Tucker,  secretary;  and  M.  C.  Dana,  as- 
sistant secretary. 

Executive  Committee — The  directors  are  to  elect  the  present  group  of  syndi- 
cate managers  as  an  Executive  Committee,  with  the  usual  powers  granted  ro  an 
Executive  Committee. 

Both  in  a  general  and  a  specmc  way.  the  members  of  the  Executive  Commit- 
tee are  to  assist  the  officers  of  the  company  in  making  sales  at  all  times. 

The  Executive  Com  mi  nee  ( i.e..  syndicate  managers  )  is  to  receive  no  remu- 
neration other  than  that  proposed  in  the  syndicate  agreement. — i.e.,  an  amount,  if 
any.  deemed  just  by  the  members  of  the  syndicate  and  said  directors. 

Executives — Limited  executive  supervision  is  needed  by  the  company  at  pres- 
ent. Therefore,  it  is  believed  the  officers  of  the  company  should  direct  their  efforts 
almost  entirely  toward  securing  sales  immediately.  The  Executive  Committee  will 
give  them  all  possible  help  with  market  surveys,  introductions,  and  contacts. 

An  assistant  secretary  is  to  be  elected  who  will  be  in  the  office  most  of  the 
time,  keep  records  and  prepare  reports  on  the  budget  for  the  Executive  Commit- 
tee and  directors  and  carry  on  the  usual  duties  appemir-ir.;  :;  this  :ir.ce. 

2.  Payment  of  Execuii:  ss 

It  is  proposed  that  all  present  contracts  relating  to  salaries  and  bonuses  of 
executives  should  be  suspended  during  the  six  months'  period,  and  the  following 
method  of  payment  adopted.  This  plan  is  suggested  in  order  to  place  emphasis 
on  immediate  sales  and  to  reimburse  each  individual  in  proportion  to  his  efforts 
and  the  direct  aid  he  gives  the  company.  Also,  it  does  not  limit  the  possr.e  earn- 
ings of  any  executive  to  a  fxei  amcun:. 

The  president  and  vice-president  each  is  to  receive  17 i%  commission  on  each 
installation  which  he  sells  personally.  The  executive  not  making  the  sale  person- 
ally is  to  receive  IV^c  for  his  assistance  and  co-operation.  A  5°c  commission  on 
all  installations  sold  by  any  salesman  or  employee  of  the  company  is  to  be  granted 
to  each  of  the  two  executives  mentioned  above.  In  addition,  each  executive  will 
receive  $400  in  July,  $300  in  August,  and  $200  in  September.  Xo  other  cash 
payments,  except  commissions,  are  to  be  paid  to  the  two  executives  during  the 
six  months'  period.  The  company  will  pay  the  executives  all  expenses  incurred 
in  securing  sales. 

The  Executive  Committee  with  the  said  officers  of  the  company  are  to  allocate 
the  present  prospects  for  apparatus  in  as  fair  a  manner  as  possible,  keeping  in 
mind  the  interest  of  the  company,  as  well  is  that  of  the  officers. 

G.  L.  Brooks,  sales  representative  of  the  company  in  Xew  England,  has  a  de- 
tailed list  of  prospects  that  he  is  covering. 

3.  Payment  of  Salesmen 

The  Executive  Committee  contemplates  employing  one  or  more  experienced 
salesmen  with  engineering  background.  These  mem  when  employed  full  time, 
will  receive  a  commission  of  YlY^c  on  all  installations  secured  and  sold.  The 
expenses  of  these  men  incurred  in  attempting  to  secure  sales,  or  in  securing  sales, 
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will  be  borne  bv  the  company,  bur  they  will  nor  receive  any  salary  or  drawing 
account.  Part-time  salesmen  also  may  be  employed.  They  will  receive  neither 
salary,  drawing  accounr.  nor  expenses  bur  will  be  allowed  15%  commission  on 
ner  sales,  when  payment  for  apparatus  is  made.  After  sales  are  definitely  con- 
cluded and  insrallarion  under  way,  rhe  board  of  direcrors  may.  if  deemed  advis- 
able, make  conservative  advances  against  commissions  to  salesmen. 

4.  Reports  and  Sales  Letters 

Regular  reports  on  sales,  sales  effort,  and  expenses  should  be  made  weekly  by 
the  secretary  ro  the  Executive  Committee.  The  presidenr  and  vice-president 
should  supervise,  subject  to  the  approval  of  the  Executive  Committee,  the  form 
and  type  of  sales  letter  sent  to  prospective  customers. 

5.  Sales  Policies 

a )  The  company's  products  will  be  priced  on  rhe  basis  of  so  much  per  instal- 
lation. The  prices  will  be  based  on  the  following  schedule  or  not  less  than  three 
times  the  estimated  cost  of  construction: 

Equipment  in  boilers  at  S3  per  h.p. 

Equipment  in  salt  water  condensers  ar  20  cents  per  square  foot. 
Equipment  in  heaters  at  20  cents  per  square  foot. 

Equipment  in  pipelines  at  prices  ro  be  esrimared  on  each  job  and  approved 

by  the  president  and  vice-president. 
In  addition,  estimates  on  all  jobs  are  to  be  made  and  approved  by  the  presidenr 

and  vice-president  when  jobs  are  in  any  way  exceptional. 

h )  Change  in  prices  should  be  made  by  said  officers  only  with  the  approval 
of  a  major  in-  of  the  Executive  Committee. 

c)  Two  contracts  are  to  be  used  in  selling  the  company's  products: 

1.  Cash  Contract.  Apparatus  will  be  installed  and  sales  completed  after  there 
is  proof  of  the  successful  operation  of  the  installed  apparatus.  In  case  of  a 
dispute,  final  decision  is  to  rest  with  an  independent  and  reliable  engineer- 
ing firm.  Payment  is  to  be  made  promptly  after  rhe  satisfactory  working 
of  the  apparatus.  The  use  of  the  apparatus  for  sixty  days  should  permit  the 
purchaser  to  test  it  thoroughly,  after  which  payment  would  be  expected. 

2.  Payment  Contract.  Appararus  will  be  insralled  and  sales  completed  only 
after  there  is  proof  of  the  successful  operation  of  the  installed  apparatus. 
In  case  of  a  dispute  as  to  whether  the  apparatus  fulfills  claims  made  for  it 
by  the  company,  final  decision  is  to  rest  with  a  reliable  and  independent 
engineering  concern.  List  price  of  all  apparatus  sold  under  rhis  contract  is 
to  be  20r7  higher  than  under  Contract  1,  and  payment  is  to  be  made  as 
follows:  25^c  cash,  with  balance  in  twenty-four  monthly  installments. 
Under  this  contract,  all  adjustments  and  repairs  for  rwo  years,  if  any,  are 
to  be  made  at  the  expense  of  the  company  with  the  exception  of  the  re- 
moval and  replacement  of  anode  bars. 

d )  A  limited  number  of  insrallments  will  be  made  experimentally  in  key  posi- 
tions, with  the  consent  of  said  officers  and  the  approval  of  a  majority  of  the 
Executive  Commirree. 
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1.  Royalty  Contract.  Apparatus  may  be  sold  on  a  royalty  basis  at  a  fee  to  be 
decided  upon  bv  officers  and  the  Executive  Committee. 

6.  Publicity 

a)  The  Executive  Committee  recommends  that  said  officers  of  the  company 
have  a  booklet  prepared  describing  the  apparatus  and  its  uses.  It  should  contain 
a  description  of  the  apparatus  and  its  achievements,  pictures  of  successful  instal- 
lations and  results,  and  letters  where  possible. 

b )  The  Executive  Committee  will  help  the  officers  have  a  technical  bulletin 
prepared  describing  the  apparatus,  as  well  as  general  articles  written  and  pub- 
lished, to  make  this  companv's  product  known  in  scientific  circles. 

c)  Attempts  will  be  made  to  interest  engineering  schools  in  the  company's 
apparatus. 

d)  The  Executive  Committee  will  assist  in  having  the  company's  product 
recognized  by  large  engineering  concerns  and  companies  manufacturing  electri- 
cal equipment. 

7.  Guarantee — Avoid  Overselling 

All  installations  will  be  guaranteed  to  do  the  work  for  which  thev  are  built. 
There  should  be  constant  vigilance  shown  bv  the  officers  of  the  companv  to  avoid 
"overselling."  This  would  prove  particularly  disastrous  under  the  new  sales  plans. 

8.  Budget 

It  is  recommended  that  a  budget  be  adopted  for  the  companv  based  on  esti- 
mated sales  for  the  next  six  months.  Estimated  net  sales  should  not  be  below 
$50,000,  or  about  fifteen  S3. 500  installations.  Reports  of  actual  to  estimated 
sales  should  be  made  each  month  to  the  Executive  Committee  bv  the  president, 
as  well  as  a  report  on  actual  to  estimated  expenses.  Reports  on  expenses  and 
budget,  as  explained  in  the  early  part  of  this  plan,  should  be  made  to  the  treas- 
urer of  the  company,  F.  K.  Master,  Universal  Corporation.  Xew  York. 

9.  Incomplete  Deals 

The  Executive  Committee  believes  that  all  unfinished  installations  should  be 
settled  as  soon  as  possible.  The  officers  of  the  company  are  to  carry  this  out  with- 
out any  special  remuneration.  This  refers  to  Turtle  and  Sims  Company  and  to 
Harmsworth  Power  Companv. 

10.  Conclusion 

The  constant  co-operation  and  effort  of  evervone  interested  in  the  company 
will  be  necessarv  to  continue  its  existence.  The  apparatus  appears  to  function 
in  a  completely  satisfactory  manner.  However,  unless  this  company  can  start 
earning  profits  in  the  immediate  future,  its  continuation  will  not  be  economically 
warranted.  The  picture  is  dark,  and  steps  to  reassure  syndicate  members  must  be 
taken.  If  the  plan  can  be  adopted  and  carried  out,  we  believe  the  company  can  be 
successful  and  profitable  and  that  additional  funds,  as  needed,  will  be  made 
available. 
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Although  this  plan  did  not  give  Mr.  Klein  the  salary  which  was 
submitted  in  the  five-year  contract  made  at  the  time  Klein  System,  Inc., 
acquired  the  assets  of  the  Klein  Electrolytic  Corporation,  it  was  under- 
stood that  it  covered  a  trial  period  only,  and  Mr.  Klein  agreed  to  it. 

On  July  1,  1931,  letters  from  the  president  and  vice-president  of 
Klein  System,  Inc.,  informed  the  syndicate  managers  of  $1,500,000  of 
prospective  sales  with  some  twenty  concerns,  which  were  practically  all 
"on  the  point  of  being  closed,  the  various  company  managers  having 
signified  their  desire  to  have  the  installations  made." 

The  syndicate  managers  budgeted  sales  and  expenses  for  the  six 
months  beginning  July  3 1 .  Exhibit  6  shows  the  operating  and  financial 
summary  reports  for  the  months  of  July  and  August. 

One  of  the  early  studies  undertaken  by  the  syndicate  managers  fol- 
lowing the  transfer  of  control  of  Klein  System,  Inc.,  was  a  market 
survey.  The  data  studied  were  taken  largely  from  United  States  geologi- 
cal surveys.  Since  hard  waters  caused  by  the  presence  of  calcium  and 
magnesium  salts  are  the  main  source  of  corrosion  and  scale  in  boilers, 
heaters,  condensers,  pipelines,  and  similar  apparatus,  data  on  the  rela- 
tive hardness  of  the  waters  in  the  various  states  were  collected  to  point 
out  the  districts  and  cities  in  the  United  States  which  are  most  severely 
troubled  with  scale  and  corrosion  in  their  power  and  industrial  plants. 
From  this  survey,  it  was  concluded  that  the  principal  markets  for  Klein 
systems  were: 

1.  Industrial  centers  in  moderately  hard  to  very  hard  water  sections;  cities 
such  as  Chicago,  Philadelphia,  Detroit,  Cleveland,  Pittsburgh,  St.  Louis, 
San  Francisco,  Buffalo,  Cincinnati,  Minneapolis,  Los  Angeles,  Birmingham, 
Dayton,  and  Miami. 

2.  The  trunk  line  railroads. 

3.  Seaboard  cities,  where  power  plants  are  using  salt-water  condensers. 

4.  Cities  located  near  the  mouth  of  large  rivers  and  utilizing  the  water  from 
these  rivers. 

The  following  excerpts  from  correspondence  of  the  company  throw 
further  light  upon  its  activities: 

Memorandum  to  R.  J.  Leonard  July  11,  1931 

I  am  enclosing  copies  of  certain  of  my  correspondence  with  Klein  and  with 
the  American  Metals  Refining  Company.  It  speaks  for  itself.  You  will  remember 
that  this  company  was  not  on  the  list  of  prospects  assigned  to  Klein  following  the 
acceptance  of  our  Plan  on  the  first  of  this  month. 

Richard  Tucker 
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(COPY) 

Mr.  W.  C.  Sturgess  July  6,  1931 

American  Metals  Refining  Co. 
New  York  City 

Dear  Mr.  Sturgess: 

It  was  a  pleasure  last  week  to  see  you  and  to  discuss  the  equipment  manufac- 
tured by  Klein  System,  Inc.  As  I  told  you,  my  interest  in  this  company  is  largely 
through  Mr.  Albert  L.  Tucket,  my  father,  who  together  with  two  other  men, 
believes  in  the  Klein  System  to  the  extent  that  he  advanced  a  substantial  sum  of 
money  recently  for  the  development  of  this  company. 

One  of  the  first  things  which  this  new  syndicate  is  anxious  to  do  is  to  obtain 
a  number  of  key  installations  in  order  to  ascertain  definitely  whether  belief  in  the 
process  is  justified.  We  hope  very  much  that  you  will  be  able  to  help  us.  The 
specific  request  which  I  made  of  you  was  that  we  be  allowed  to  install  in  one  of 
your  large  boilers,  which  is  troubled  with  corrosion  and  scale,  the  Klein  equip- 
ment. We  believe  this  will  prevent  both  corrosion  and  the  accumulation  of 
scale,  and  we  guarantee  it  to  do  so  to  your  satisfaction;  if  failing  we  will  remove 
it  from  the  boiler.  The  equipment  is  to  be  installed  without  any  expense  to  you 
and  without  any  charge  whatsoever,  until  it  works  satisfactorily.  We  would  ex- 
pect our  engineers  to  keep  a  careful  check  on  its  operation  and  hope  that  you 
would  give  co-operation  by  having  your  engineers  make  whatever  checks  they 
believe  desirable.  If  the  apparatus  justifies  our  claims,  we  would  expect  you  to 
purchase,  or  lease,  it  on  some  basis  which  we  would  discuss  in  advance  and 
which  would  be  mutually  satisfactory. 

Richard  Tucker 


(COPY) 

Mr.  Richard  Tucker  July  8,  1931 

Boston,  Massachusetts 

Dear  Dick: 

Yesterday  I  interviewed  the  engineers  of  the  American  Metals  Refining  Com- 
pany at  New  York  City.  I  have  sold  them  one  of  our  systems.  They  intend  to  put 
it  in  two  boilers,  and  the  only  question  to  be  settled  is  the  terms  of  payment. 
They  are  anxious  to  have  the  system  but  believe  that  the  only  way  they  will  be 
able  to  pay  for  the  installation  at  this  time  will  be  out  of  the  maintenance  cost 
of  running  the  plant,  (i.e.)  out  of  the  savings  they  expect  our  system  to  bring 
about.  This  plant  belongs  to  powerful  financial  interests,  and  they  told  me  that, 
should  our  system  be  satisfactory,  they  will  recommend  it  for  their  other  plants. 


B.  Klein 
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Mr.  W.  C.  Smrgess  July  9.  1931 

Dear  Mr.  Smrgess: 

Since  writing  you  on  July  6.  I  have  had  word  from  Mr.  Klein,  one  of  the 
engineers  of  Klein  System.  Inc.,  that  he  has  paid  a  call  on  the  engineers  at  your 
plant.  According  to  Mr.  Klein,  these  operating  men  are  very  much  interested, 
and  he  feels  that  he  is  on  the  point  of  closing  a  sale  with  them. 

I  am  advising  vou  of  this  situation  merely  because  I  want  you  to  understand 
that  Mr.  Klein  called  on  your  people  entirely  unknown  to  me.  I  had  no  idea  that 
he  planned  to  see  them,  and  I  had  not  told  him  of  my  call  on  you. 

Richard  Tucker 


I  COPY) 

Mr.  Richard  Tucker  Jiuy  9.  1931 

Boston.  Massachuserts 

Deal  Sir: 

In  accordance  with  our  recent  conversation.  I  hive  referred  to  the  manager 
of  our  New  York  City  plant  the  matter  of  making  a  trial  installation  of  the  Klein 
System  for  protection  of  steam  boilers  against  scale  and  corrosion  His  reaction 
is  much  as  I  have  previously  intimated  to  you,  that  is.  unfavorable,  inasmuch  as 
he  has  witnessed  the  trial  of  a  similar  idea  on  at  least  two  different  occasions 

Please  do  not  construe  our  attitude  as  a  summary  rejection  of  the  device, 
without  due  consideration  of  its  merits,  but,  under  the  circumstances,  we  beg  to 
be  excused  from  making  a  trial  installation. 

\T.  C.  Smrgess 


COPY) 

Mr.  Richard  Tucker  July  10,1931 

Boston.  Massachusetts 

Dear  Sir: 

Year  advice  of  Tulv  ?.  :ha:  Mr.  Klein  has  independentlv  visited  our  New 
York  City  plan:  and  :n:eres:ed  cur  re:rie  in  :he  Klein  Sysrem  :o  :he  ex:en:  of 
closing  a  sale,  is  quite  at  variance  with  my  information,  as  I  wrote  you  yesterday. 

If  :he  inventor  has  convinced  our  plant  manager  that  his  process  should  be 
installed,  he  is  a  good  salesman,  and  I  trust  that  the  trial,  if  made,  will  prove 
eminen:ly  successful. 

"vT.  C.  Srar^ess 
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Klein  System.  Inc  July  29.  1931 

New  York,  New  York 

Gentlemen: 

water  which  we  have  at  our  plant.  The  voltage,  which  you  have  been  working 

thing  you  thought  desirable  for  experiment,  but  not  with  any  possibilitv  of  our 

thing  to  vou  in  vour  development. 

\\~e  greatly  regret  that  this  has  not  worked  out  better,  but  we  feel  that  we 
to  do  it  here. 

HARMS\TORTH  FOSTER  COMPANY 


Mr.  Henr;"  Tucker.  President  August  13,  1931 

Klein  System,  Inc. 
New  York,  New  York 

Deal  Sir: 

I  :m  distinctly  interested  in  the  results  that  have  been  obtained  in  boiler  work 

HARMS\TORTH  POSTER  COMPANY 


Klein  System  Inc.  August  19,  1931 

New  York.  New  York 

Gentlemen: 


10.000  square  foot  boiler  operating  at  400  pounds  pressure  and  100°  superheat. 
The  reed  wi:er  is  mikenr  ::'  wire:  ccntiining  121  ;nrns  re:  Dillon  roril 

solids  which  are  50cx  silica,  which  under  high  pressure  forms  a  silica  jelly  sludge. 

Before  the  installation  of  the  Klein  System,  our  tube  losses  were  very  fre- 
quent. In  fact,  I  put  in  seventy-one  tubes  in  thirteen  days  in  the  three  small 
boilers.  Since  the  installation  of  the  Klein  System,  we  have  had  no  scale  or  cor- 


KLEIN  SYSTEM.  IXC. 

rosion  in  any  form,  and  we  are  able  to  run  our  boilers  from  50*7  to  lY'r  higher 
rating  with  no  trouble  at  all. 

Our  plant  is  open  for  inspection  any  time,  and  I  will  be  glad  to  answer  any 
inquiries  at  any  time. 

BEARSE  PAPER  COMPANY 


Klein  System.  Inc.  August  23,  1931 

New  York.  New  York 

Gentlemen : 

Replying  to  your  recent  inquiry  regarding  trouble  in  vacuum  in  our  40,000 
square  foot  surface  salt  water  condenser. 

Before  installing  the  Klein  Svstem.  we  had  a  drop  of  from  21(,  to  %0  of 
mercury  in  seven  days'  run,  due  to  slime  in  the  rubes,  and  had  to  clean  the  rubes 
z'tz''  week-end. 

After  the  new  system  was  installed,  the  condenser  was  in  service  for  sixty-three 
days  before  we  cleaned  the  rubes,  and  there  was  no  loss  in  vacuum.  At  the  end  of 
this  sixtv-three-dav  run.  we  cleaned  the  tubes  with  rubber  brushes,  and  there  was 
practically  no  slime  in  them  at  this  time. 

The  Klein  System  seems  to  be  working  very  satisfactorily.  We  mav  add  that, 
before  its  installation,  we  lost  tubes  in  this  condenser  due  to  corrosion,  but,  since 
its  installation,  we  have  not  lost  anv  tubes  to  date. 

INLAND  GAS  &  ELECTRIC  CORPORATION 


Porrsmourh  Illuminating  Company  of 
New  Hamrshire 

Gentlemen: 

The  Klein  System  is  protecting  a  40.000  square  foot  condenser  at  the  Inland 
Gas  and  Electric  Corporation  against  scale,  slime  and  corrosion.  The  results  from 
the  use  of  our  system  are  so  satisfactory  that  this  plant  will  be  able  to  effect  sav- 
ings amounting  to  approximately  twice  the  initial  cost  of  the  system  each  year  it 
is  maintained. 

Can  you  afford  to  be  without  such  a  system  for  the  protection  of  your  equip- 
ment? 

KLEIN  SYSTEM.  INC. 
Bv:  B.  Klein.  Vice-President 


August  23,  1931 


Mr.  Ross  J.  Leonard  September  29.  1931 

Boston.  Massachuse~5 

Deal  Ross: 

^Te  have  been  negotiating  for  some  time  with  Mr.  Del  Caso.  to  get  him  to 
take  hold  of  the  foreign  end  and  get  us  some  contracts,  especially  in  the  ^Test 
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Indies  where  he  has  been  engaged  for  many  years  in  connection  with  the  export 
business.  He  knows  all  of  the  sugar  men  here  in  New  York,  and  Mr.  Klein  and  I 
are  of  the  opinion  that  he  can  do  a  great  deal  to  put  us  in  right  in  the  Latin 
American  States.  Apparently,  he  is  a  Spaniard  and  has  had  a  very  good  experi- 
ence along  the  line  that  we  want,  and  he  feels  confident  that  he  can  obtain 
business  for  us. 

The  idea  is  that  he  will  get  us  the  introductions,  and  we  will  sell  the  Klein 
System  to  the  proper  engineers  and  managers,  after  which  he  will  help  us  to  close 
the  contracts.  From  what  I  have  seen  of  him,  he  is  a  very  able  fellow,  and  I  like 
the  way  he  talks.  I  am  enclosing  a  copy  of  a  letter  which  we  have  agreed  upon 
and  which  will  serve  as  a  contract  with  him  after  it  has  been  signed  by  both  of 
us.  Please  return  this  copy  with  your  O.K. 

I  consider  this  contract  to  be  a  very  good  one  for  us  to  enter  into.  It  does  not 
obligate  us  to  any  expenditure  to  amount  to  anything,  and,  on  the  other  hand,  if 
successful,  it  does  not  obligate  the  company  to  any  more  commissions  than  would 
be  the  case  if  we  got  them  direct. 

I  expect  him  to  be  in  tomorrow,  at  which  time  I  would  like  to  close  the  matter, 
because  the  idea  is  to  have  him  begin  work  on  October  1.  If  I  do  not  hear  from 
you  by  telegraph  tomorrow  morning,  I  shall  sign  the  agreement.  I  hope  that  you 
will  talk  this  over  with  Dick  and  Albert  and  that  you  will  agree  this  arrangement 
is  a  very  valuable  one  for  us  to  enter  into  at  the  present  time.  If  it  turns  out  to  be 
profitable,  it  can  be  continued,  whereas  if  that  does  not  prove  to  be  the  case,  the 
agreement  is  only  for  one  year. 

All  in  all,  it  is  rather  a  broad  contract,  since  it  covers  all  countries,  but  the 
amount  involved  is  very  small.  Furthermore,  we  have  no  immediate  prospect  of 
getting  any  foreign  business,  and  we  hope  this  agreement  will  result  in  orders. 

Henry  Tucker 


(COPY) 

Mr.  R.  Del  Caso  September  28,  1931 

New  York,  New  York 

Dear  Sir: 

We  hereby  appoint  you  our  export  manager  and,  as  such,  you  are  to  undertake 
to  develop  our  sales  in  all  countries  except  the  United  States  and  Canada. 

This  Agreement  shall  be  in  force  for  the  period  of  one  year,  commencing 
October  1,  1931,  at  the  expiration  of  which  it  will  be  renewed  for  another  year 
at  our  mutual  option  or  changed  to  meet  our  mutual  best  interests. 

The  terms  under  which  this  Agreement  will  be  carried  out  are,  as  follows: 

( 1 )  You  are  to  devote  two  or  three  hours  each  day,  either  in  our  office  or 
outside,  calling  upon  concerns  from  whom  you  believe  business  can  be 
obtained. 

(2)  You  are  to  undertake  to  survey  all  foreign  markets  and  to  compile  for 
us  statements  of  various  industries  of  the  world  by  groups,  such  as  sugar 
mills,  smelters,  railroads,  and  all  other  industrial  enterprises.  In  each 


KLEIN  SYSTEM,  INC. 


391 


case,  you  shall  endeavor  to  secure  the  names  of  the  owners,  their  ad- 
dresses in  New  York,  if  any,  the  names  of  the  engineers  in  charge,  and 
of  the  executives  having  the  authority  to  purchase  our  equipment. 

(3)  You  are  also  to  undertake  to  send  to  all  technical  men,  in  the  above 
mentioned  industries,  our  catalogues  or  other  appropriate  descriptive 
matter,  which  shall  be  carefully  prepared  by  you  in  foreign  languages 
according  to  requirements. 

(4)  You  are  to  co-operate  with  us  here  in  the  office  by  following  up  pro- 
spective buyers  and  otherwise,  within  the  time  as  specified,  and  help  or- 
ganize our  export  department. 

In  consideration  of  the  above  work  which  you  are  to  do  for  us,  we  agree  to 
the  following: 

( 5 )  On  all  orders  received  from  foreign  countries,  except  the  United  States 
and  Canada,  whether  secured  directly  by  you  or  not,  we  agree  to  pay  you 
a  commission  of  five  ( 5  % )  per  cent  of  the  invoice  value  of  such  orders, 
providing  that  all  payments  to  you  in  form  of  commissions  or  otherwise 
shall  not  exceed  $100.00  per  week. 

(6)  We  further  agree  to  reimburse  you  with  a  cost  of  soliciting,  in  the  form 
of  a  lump  sum  of  $25.00  per  month,  payable  at  the  end  of  each  month, 
which  shall  be  applied  against  future  commissions. 

( 7 )  We  will  provide  you  with  a  desk  and  extend  to  you  the  privilege  of  re- 
ceiving your  mail  at  this  address. 

(8)  We  will  provide  you  with  all  the  necessary  catalogue  matter  and  office 
supplies  as  may  be  required  for  an  aggressive  and  effective  sales  cam- 
paign. 

Please  signify  your  acceptance  of  this  agreement  by  signing  in  the  place  pro- 
vided below. 

Trusting  your  connection  with  us  will  be  a  profitable  and  pleasant  one,  we  are, 

Yours  very  truly, 

KLEIN  SYSTEM,  INC. 

By:  Henry  Tucker,  Vice-President 


BOSTON  MASS  SEPTEMBER  30  1931 

MR  HENRY  TUCKER 
KLEIN  SYSTEM  INC 
NEW  YORK  NEW  YORK 

DISAPPROVE  MAKING  ANY  COMMITMENT  FOR  ONE  YEAR  STOP 
RECOMMEND  MONTH  TO  MONTH  ARRANGEMENT  SUBJECT  PER- 
SONAL INTERVIEW  WITH  AND  APPROVAL  OF  MASTER  STOP  DO 
NOT  ACT  WITHOUT  HIM 


LEONARD-TUCKER 


392 


POLICY  FORMULATION  AND  ADMINISTRATION 


Mr.  Albert  L.  Tucker  October  1,  1931 

Boston,  Massachusetts 

Dear  Albert: 

I  suppose  you  saw  the  letter  which  I  wrote  to  Ross  yesterday  enclosing  a  letter 
contract  about  the  man  whom  I  wanted  to  engage  to  put  in  charge  of  our  export 
department,  practically  without  cost  to  us,  except  in  event  of  orders. 

After  all,  orders  are  what  we  need  and  must  have,  no  matter  how  we  are  to 
obtain  them,  if  we  are  to  live.  Further,  I  suppose  you  approve  of  the  telegraphic 
reply  signed  Leonard-Tucker,  although  I  know  that  means  Ross  and  Dick.  I  was 
much  surprised  when  I  received  this  telegram  this  morning,  and  I  cannot  under- 
stand the  attitude  being  taken  by  the  syndicate  in  regard  to  what  we  consider  to 
be  a  very  favorable  arrangement.  I  assume  there  will  be  a  letter  from  Ross  to- 
morrow giving  the  reasons  for  withholding  approval. 

At  the  present  time,  this  company  has  no  export  trade.  There  is  a  big  field  in 
the  West  Indies  and  South  American  states,  if  we  can  touch  it;  and  we  are  not 
qualified  to  tackle  it  without  the  assistance  of  someone  thoroughly  familiar  with 
it.  We  have  found  a  man  who  has  convinced  us  that  he  is  the  person  we  want 
and  who  is  willing  to  operate  on  a  commission  limited  to  a  very  moderate  sum. 
He  would  be  a  fool  to  enter  into  an  arrangement  for  less  than  a  year,  and,  in  his 
place,  I  would  hesitate  to  agree  upon  even  that  brief  period  of  time.  The  sales- 
man who  is  developing  a  territory  must  necessarily  put  in  a  large  amount  of 
missionary  work  during  the  first  year,  the  reward  for  which  cannot  be  expected 
until  later.  The  same  thing  applies  to  any  salesman,  and  the  telegram  practically 
tells  us,  "Do  not  engage  anyone  to  assist  you  in  making  sales,  if  you  cannot  make 
them  yourself — forget  it,"  and  no  explanation  is  given  for  the  decision. 

At  the  present  time,  things  look  brighter  than  ever  before  for  future  business; 
but,  as  yet,  we  have  not  been  able  to  close.  It  was  thought  when  the  present  ar- 
rangement was  made  that  you  could  negotiate  with  companies  where  you  had 
influence  for  installations  on,  say,  ten  plants  on  a  trial  basis  payable  only  on 
satisfaction.  That  system  of  trial  has  not  been  used  before  to  any  great  extent, 
and  we  had  hopes  it  could  be  accomplished;  but  not  a  single  sale  of  that  character 
has  been  possible  so  far,  with  the  exception  of  the  one  we  made  with  the  Bearse 
Paper  Company. 

I  would  like  to  know  how  you  all  expect  me  to  make  a  month  to  month  ar- 
rangement to  do  work  of  this  character,  involving  a  very  extensive  study  of  the 
foreign  field  and  also  translation  work.  A  man  would  be  a  fool  to  accept  such  an 
arrangement,  and  naturally  it  would  be  turned  down  immediately. 

To  say  the  least,  I  am  disturbed  and  discouraged  over  the  situation.  Success 
in  this  entire  matter  is  more  important  to  me  and  Klein  than  anyone  else,  al- 
though I  do  not  minimize  the  financial  assistance  which  is  being  rendered.  It 
seems  like  a  blunt  statement  to  me  that  I  am  to  have  no  authority  whatever  in  the 
company  and  that  it  is  not  worth  while  even  to  explain  why  such  an  arbitrary 
decision  is  being  made. 

Henry  Tucker 


PART  III 


ORGANIZING  ADMINISTRATIVE  PERSONNEL 
AND  PUTTING  PLANS  INTO  ACTION 


<>0<£><X><X><^£>^^ 


PEMBROKE  ELECTRIC  COMPANY 


<><xx><><><><x>o^^ 

On  January  18,  1935,  the  president  of  the  Pembroke  Electric  Company 
reported  to  the  board  of  directors  as  follows: 

Past  successes  of  the  company  in  the  motor  field  resulted  from  its  ability  to  sell 
products  where  particular  requirements  warranted  such  features  of  special  quality 
as  quietness,  extra-long  life,  and  the  ability  to  start  and  stop  easily  and  frequently. 
High  prices  were  obtained,  and  no  real  effort  to  control  manufacturing  costs  was 
necessary.  In  recent  years,  however,  the  art  of  motor  manufacture  has  advanced 
rapidly.  Other  manufacturers  have  virtually  caught  up  with  us  in  quality  and  gone 
below  us  in  costs.  Consequently,  we  are  now  a  small  factor  in  a  field  dominated 
by  several  large  concerns  which  manufacture  motors  acceptable  for  most  pur- 
poses; further  improvements  or  special  features  possessed  by  our  motors  do  not 
command  an  appreciable  price  premium  from  many  motor  users.  The  average 
price  paid  for  fractional  horse  power  motors  in  the  United  States  fell  each  year 
from  $12.34  in  1925  to  $6.33  in  1933.  Any  material  volume  of  new  business, 
therefore,  depends  to  a  large  extent  upon  our  ability  to  ( 1 )  lower  costs;  and  (2 ) 
find,  for  our  motors,  some  new  markets  which  are  not  large  enough  or  whose  re- 
quirements are  not  sufficiently  standardized  to  attract  the  larger  manufacturers  of 
motors.  We  cannot  do  these  things  with  our  present  facilities  and  methods.  We 
have  set  up  reserves  for  depreciation  and  replacements  but  have  spent  very  little 
money  on  upkeep. 

The  Pembroke  Electric  Company,  over  fifty  years  old,  manufactured 
specialized  fractional  horsepower  motors,  and  electric  internal  signaling 
and  communications  systems  for  hotels,  hospitals,  factories,  schools,  and 
other  institutions.  It  had  done  most  of  its  motor  business  on  a  small- 
order  basis.  If  the  needs  of  one  of  its  customers  grew  into  several  thou- 
sand units  a  year,  the  larger  motor  companies  often  had  taken  that 
customer's  business  away  from  the  Pembroke  Electric  Company. 

From  1920  through  1935,  the  motor  division  had  accounted  for 
about  70%  of  total  sales;  the  signal  division,  about  30%.  The  two 
divisions  had  little  in  common  and  were  entirely  separated  in  their 
operations;  they  were  equally  profitable.  Annual  sales  for  five  years 
preceding  1929  had  averaged  $2,250,000,  and  profits  between  $250,- 
000  and  $300,000.  Sales  and  profits  for  the  subsequent  years  were  as 
follows: 
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Sales 

Profits 

1930  

$2,357,809 

$306,622 

1931  

1,631,769 

78,210 

1932  

965,421 

50,8OOd 

1933  

592,173 

84,091d 

1934  

596,942 

91,455d 

1935  

827,314 

69,381d 

d  Deficit. 


Between  1928  and  1933,  the  company  had  had  as  its  president  and 
general  manager  a  man  who  also  was  serving  three  other  companies 
in  an  executive  capacity.  It  was  decided  that  the  company  was  suffering 
under  this  arrangement;  and  in  October,  1933,  T.  H.  Wooley,  formerly 
a  sales  executive  of  a  large  electrical  supply  manufacturing  concern, 
was  brought  to  the  Pembroke  company  as  assistant  general  manager. 
In  October,  1934,  he  was  made  president  and  general  manager. 

The  organization  of  the  company  when  Mr.  Wooley  became  presi- 
dent is  indicated  by  the  solid  lines  in  the  chart  shown  in  Exhibit  1. 
Under  this  plan,  many  subexecutives  had  had  access  to  the  former 
president,  who  went  over  their  problems  with  them.  He  had  authorized 
all  changes  in  parts,  products,  or  processes,  had  checked  all  bills,  and 
had  signed  all  checks. 

Mr.  Wooley  believed  the  president  should  not  be  burdened  with  so 
many  details.  He  also  realized  his  own  lack  of  familiarity  with  the 
company,  and  so  he  inaugurated  a  committee  system  which  he  believed 
would  serve  to  ( 1 )  educate  him  in  the  management  problems  of  the 
company,  ( 2 )  enable  him  to  teach  the  departmental  officers  to  decide 
their  individual  and  joint  problems  and  reserve  for  his  consideration 
only  matters  of  general  managerial  concern,  and  ( 3 )  help  preserve  the 
good  will  of  the  older  officers  during  the  preliminary  period  of  adjust- 
ment. 

The  dashed  lines  in  Exhibit  1  show  the  officers  comprising  the 
various  committees  and  their  functions.  The  committees  met  on  call  of 
the  chairmen — not  regularly,  but  usually  about  once  a  week.  Meetings 
were  informal,  and  minutes  were  kept  of  important  decisions  only.  For 
a  time,  Mr.  Wooley  attended  meetings  of  all  committees  to  make  sure 
that  they  were  not  wasting  time  and  that  they  were  learning  to  dis- 
criminate between  the  things  he  wanted  them  to  decide  and  the  things 
he  wanted  them  to  pass  on  to  him  with  their  recommendations. 

For  example,  the  Motor  Committee  and  the  Signal  Systems  Com- 
mittee were  concerned  primarily  with  merchandising  problems.  If  either 
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the  sales  or  production  departments  suggested  a  change  in  design,  or 
in  construction,  of  a  motor,  the  Motor  Committee  decided  whether  or 
not  the  change  should  be  made.  When  a  new  product  was  suggested, 
the  committee  carefully  considered  the  various  problems  involved.  If 
the  committee  members  decided  that  the  proposed  product  was  not  a 
desirable  addition,  the  matter  was  dropped.  On  the  other  hand,  if  the 
committee  favored  the  new  product,  a  recommendation  for  its  introduc- 
tion was  sent  to  the  president.  At  first,  occasional  questions  subject  to 
serious  disagreement  were  settled  by  the  president,  but  gradual  adjust- 
ment to  the  committee  system  virtually  obviated  the  need  for  his  par- 
ticipation. 

In  October,  1934,  Mr.  Wooley  brought  G.  O.  Elliott  into  the  organi- 
zation as  assistant  general  manager.  Mr.  Elliott,  a  young  man,  was 
experienced  in  the  managerial  functions  of  motor  production,  having 
worked  for  two  of  the  largest  companies  in  the  electrical  industry  in 
production  management  capacities.  Soon  after  he  joined  the  Pembroke 
organization,  he  was  given  complete  charge  of  production  activities,  and 
the  subexecutives  in  the  production  department  reported  to  him.  After 
a  few  more  weeks,  the  purchasing  division  also  was  put  under  his  direc- 
tion. Next,  the  former  production  superintendent  was  given  responsi- 
bility for  appliance  production  only,  and  a  new  man  was  brought  into 
the  company  and  put  in  charge  of  motor  production;  both  these  men 
were  responsible  to  Mr.  Elliott.  The  former  functions  of  the  mechanical 
superintendent  ( tool  design,  tool  making,  building  maintenance,  experi- 
mental shop,  first  aid,  and  time  and  rate  studies )  gradually  were  taken 
over  by  the  two  production  superintendents,  and  the  mechanical  super- 
intendent himself  was  given  another  position  in  the  production  depart- 
ment. By  the  summer  of  1935,  Mr.  Elliott  found  that  meetings  of  the 
factory  management  committee  were  needed  less  frequently. 

While  Mr.  Wooley  was  inaugurating  these  organizational  changes, 
he  studied  the  small-motors  market  to  ascertain  what  factors  had 
caused  loss  of  business  and  to  determine  where  the  company's  best  op- 
portunities lay. 

He  found  that  the  company  had  once  had  some  large  customers 
among  player  piano  manufacturers.  This  business  had  virtually  vanished 
with  the  decline  of  the  player  piano  industry.  Adding  machine  manu- 
facturers, as  well,  had  bought  Pembroke  motors  at  one  time  but  in 
later  years  had  manufactured  their  own  motors.  Mr.  Wooley  believed 
that  some  of  this  latter  business  might  have  been  retained  with  profit 
if  company  officers  had  reduced  prices  after  the  requirements  of  par- 
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ticular  customers  had  reached  a  stage  of  maturity,  regularity,  and  greater 
volume.  However,  former  officers  of  the  company  had  never  developed 
production  or  pricing  policies  suitable  for  retaining  such  business. 

As  for  the  future,  Mr.  Wooley  considered  two  possibilities.  The  com- 
pany could  continue  to  specialize  in  filling  relatively  small  orders  for 
motors  designed  for  special  uses.  It  could  seek  to  retain  a  considerable 
business  from  specialized  instrument  makers  and  office  equipment  man- 
ufacturers with  whom  the  companv  enjoved  a  good  reputation  and  had 
good  contacts.  In  addition,  the  companv  could  solicit  the  motor  business 
of  such  enterprises  as  it  would  find  from  time  to  time  in  relatively  early 
phases  of  development.  The  large  motor  manufacturers  did  not  particu- 
larly want  this  tvpe  of  business.  The  Pembroke  company  could,  conse- 
quentlv,  obtain  good  prices  for  motors  suited  to  particular  needs  and 
supplied  in  quantities,  which,  though  relatively  small,  were  nevertheless 
larger  than  those  the  companv  typically  handled.  However,  the  com- 
pany would  need  to  reduce  its  manufacturing  costs  to  get  into  this  field. 
Moreover.  Mr.  Wooley  recognized  the  fact  that  the  business  of  a 
particular  customer  might  be  lost  as  soon  as  that  customer  got  through 
the  developmental  phases  and  needed  large  numbers  of  standardized 
motors;  either  the  customer  might  make  his  own  motors,  or  the  business 
might  be  taken  by  a  competitor  using  large-scale  production  methods. 

The  alternative  would  be  to  reorganize  and  re-equip  the  plant  and 
adopt  long-run,  high-speed  line-production  methods.  If  it  did  so.  the 
companv  would  have  to  become  a  low-cost  producer  and  compete  on  a 
price  basis  for  large  orders  of  standardized  motors.  This  would  necessi- 
tate a  big  expenditure  for  new  equipment  and  a  virtual  reorganization 
of  personnel. 

Mr.  Wooley  adopted  the  first  plan.  He  believed  it  would  enable  the 
companv  to  benefit  most'  from  its  past  experience  and  advantageous 
position  in  the  industry  without  putting  itself  in  direct  competition  with 
the  large  companies  producing  multipurpose  motors  on  a  mass  scale. 
He  believed  further  that  there  were  always  a  number  of  companies  and 
industries  in  developmental  stages  whose  needs  this  company  could 
well  serve;  moreover,  there  were  always  some  companies  whose  special 
motor  requirements  permanently  involved  relatively  small  orders.  The 
Pembroke  company's  ability  in  developmental  work  was  recognized  in 
the  motor  field.  It  received  frequent  inquiries  from  prospective  cus- 
tomers. In  fact,  it  was  not  unusual  even  for  the  large  competitive 
companies  to  refer  a  prospect  to  the  Pembroke  company  if  the  business 
required  special  motors  in  small  quantities. 
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In  October,  1934,  Mr.  Wooley  announced  a  sales  and  product  pro- 
gram based  on  the  general  plan  adopted.  He  stated  that,  although  the 
company  faced  a  serious  manufacturing  and  engineering  problem,  the 
most  pressing  task  was  that  of  increasing  sales.  He  planned  to  enlarge 
and,  in  some  cases,  change  the  personnel  of  the  sales  organization;  to 
establish  stronger  relations  with  old  and  new  customers  by  active  co- 
operation and  engineering  services;  to  meet  competition  more  aggres- 
sively; to  increase  the  efficiency  of  the  sales  force;  and  to  expand  the 
company's  line  of  motor  products. 

He  further  announced  that,  whereas  former  business  had  been  con- 
fined chiefly  to  motors  running  from  %o  h.p.  to  %  h.p.,  the  company 
was  developing  %  h.p.,  and  %  h.p.,  motors  and  contemplated  extending 
the  range  up  to  3  h.p.,  so  that  the  company  could  serve  all  small  motor 
requirements  of  customers.  The  company  was  also  developing  a  new 
small  synchronous  motor  for  recording  instruments. 

An  intensive  effort  was  made  to  develop  new  sales  opportunities. 
The  market  was  studied  to  determine  the  advisability  of  developing  for 
gun-type  oil  burners  a  self-contained  power  unit,  consisting  of  a  motor, 
pump,  fan,  strainer,  and  other  parts.  Oil-burner  manufacturers  typically 
were  buying  these  parts  from  various  sources  and  then  assembling  them. 
Several  of  these  manufacturers,  one  of  whom  used  12,000  motors  per 
year,  were  interviewed,  and  all  were  favorable  toward  purchasing  self- 
contained  power  units.  In  the  air-conditioning  and  ventilating  equip- 
ment industries,  some  good  prospects  also  were  found.  The  largest 
companies  in  this  field  either  made  their  own  motors  or  bought  them  in 
large  quantities  from  the  big  motor  companies.  However,  there  were  a 
number  of  smaller  manufacturers,  making  special  ventilating  equip- 
ment, who  wanted  particular  types  of  motors  in  relatively  small  quanti- 
ties. Previously,  these  manufacturers  had  purchased  motors  and  various 
other  parts  separately.  The  Pembroke  company  proposed  to  furnish 
them  with  motors  and  fans  mounted  in  a  single  housing  and  combining, 
in  some  cases,  automatic  controls.  It  obtained  some  fairly  large  orders 
on  this  basis. 

The  company  advertised  in  various  trade  publications  circulating 
among  motor  users.  Salesmen  followed  up  all  inquiries  and  references 
and  endeavored  to  investigate  any  new  industrial  developments  in 
which  the  company's  motors  might  be  used.  By  the  fall  of  1935,  several 
new  business  prospects  had  been  uncovered,  including,  among  others, 
the  manufacturer  of  a  teletype  system,  a  manufacturer  of  an  electric 
typewriter,  and  a  company  developing  an  electric  safety  razor.  Increased 
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business  had  been  developed,  as  well,  from  former  customers  who 
manufactured  specialized  recording  instruments,  business  machines,  and 
office  equipment.  The  Pembroke  Electric  Company  did  not  seek  to  sell 
to  the  washing  machine,  vacuum  cleaner,  or  electric  fan  industries.  The 
companies  in  these  fields  used  low-priced  motors  in  large  volume,  and 
Mr.  Wooley  believed  such  business  to  be  unprofitable,  even  to  the  large 
motor  manufacturers  who  supplied  them.  The  electric  refrigerator  com- 
panies used  better  motors;  but.  since  their  volume  was  large,  they 
manufactured  them  themselves  or  purchased  in  large  volume  from  the 
large  motor  companies.  These  industries,  whose  business  the  Pembroke 
Electric  Company  did  not  seek,  absorbed  a  large  percentage  of  all  the 
fractional  horsepower  motors  produced  each  year,  the  total  of  which 
grew  from  1.994.951  units  in  1925  to  4,838,569  in  1929.  and  con- 
tinued at  a  high  rate  of  production  during  the  depression:  5,845,215  in 
1951.  and  3,731,737  units  m  1955.1 

By  the  summer  of  1955.  in  addition  to  developing  several  new 
products,  the  company  had  made  some  changes  in  the  sales  organization 
itself.  Some  salesmen  had  been  changed;  a  new  branch  and  two  agencies 
had  been  added.  The  company's  own  motor  sales  force  consisted  of 
twelve  men,  all  engineers,  who  worked  out  of  four  branch  offices  located 
in  Boston.  Xew  York.  Philadelphia,  and  Chicago.  Sales  for  the  year 
ended  May  51,  1955.  exceeded  those  of  the  previous  year  bv  38%,  and 
losses  were  reduced  by  25rr.  During  the  year  the  company  had  sold  to 
some  500  customers,  of  whom  about  25  accounted  for  80%  of  total 
sales.  Mr.  Wooley  believed  that  the  volume  of  business  would  increase 
further  and  would  be  profitable  when  the  company  had  put  into  full 
force  the  cost  reduction  program  inaugurated  early  in  1955. 

The  program  to  reduce  manufacturing  costs  had  begun  with  an  ex- 
tensive study  of  manufacturing  facilities.  An  indication  of  the  excessive- 
ness  of  the  company's  costs  was  the  fact  that  a  motor  which  the  com- 
pany produced  in  lots  of  250  at  S  10.40  each  could  be  bought  from  a 
large  manufacturer  for  about  S~.00.  In  the  case  of  a  single  manufactur- 
ing operation — producing  a  motor  end  cap — the  Pembroke  company's 
cost  was  about  15  cents  per  cap.  whereas  a  competitor  with  up-to-date 
machinery  had  a  cost  of  1M  cents  for  the  same  operation. 

As  part  of  the  study,  the  company's  machinery  was  classified  on  the 
bases  of  utility,  age,  and  extent  of  depreciation.  This  appraisal  showed 
that  of  a  total  of  255  machines,  S~  were  purchased  before  1905,  ~0 

'U.S.  Bureau  of  the  Census,  Biennial  Census  of  Manufactures,  1933  (Washington. 
D.C.:  U.S.  Government  Printing  Omce). 
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between  1905  and  1912,  54  between  1913  and  1918,  28  between  1919 
and  1923,  11  between  1924  and  1928,  and  only  5  thereafter.  A  tabula- 
tion of  the  machinery  indicates  the  extent  of  its  depreciation  and  also 
its  fitness  for  use  ( see  Exhibit  2 ) . 

Manufacturing  equipment  was  spread  out  over  five  floors  of  the 
main  plant  and  extended  into  outlying  buildings.  This  afforded  725 
square  feet  of  space  per  worker,  whereas  89  square  feet  per  worker  was 
said  to  be  the  average  in  a  General  Electric  Company  motor  manu- 


Exhibit  2 

Pembroke  Electric  Company 

Machinery  Inventory 


Original  Cost 

Depreciated 
Value 

Depreciated 

Value  in 
Percentage  of 
Original  Cost 

Use — Will  be  arranged  in  new  setup : 

(1)  Good  shape  

(2)  Needs  repairs  

Hold — Retain  for  possible  later  use  or  sale .... 

Sell — May  be  sold  as  used  machinerv  

Junk — Has  no  value  as  machinery  

S  42,448.25 
170,419.19 
31,463.85 

13,748.98 

2,321.13 

$29,112.21 
19,537.42 
15.196.30 

1,608.76 

69% 

11 

48 

12 

$260,401.40 

S65,454.69 

25% 

facturing  unit.  Parts  traveled  excessive  distances  and  were  rehandled 
many  times  unnecessarily;  continuity  of  production  was  impossible; 
lighting  and  power  costs  were  excessive;  supervision  was  not  only  costly 
but  ineffective,  resulting  in  lost  time,  loafing,  and  apathy. 

The  average  age  of  workers  was  much  higher  than  that  found  in 
most  electrical  shops.  To  a  certain  extent,  this  was  a  logical  result  of  the 
fact  that  the  company  needed  highly  skilled  workers  to  do  such  a  large 
proportion  of  special-order  work.  These  men  had  to  be  able  to  follow 
blueprints  and  had  to  possess  considerable  versatility.  However,  in 
Mr.  Wooley's  opinion,  the  company  had  accumulated  too  many  old 
workers,  instead  of  replacing  them  with  faster,  new  operators.  There 
had  resulted  a  slowing-down  of  pace  and  consequent  high  costs.  This 
situation  constituted  a  serious  problem  because  there  were  between 
thirty  and  forty  inefficient  employees  who  had  been  with  the  company 
between  twenty  and  forty-five  years.  There  were  many  cliques  among 
older  employees,  in  some  cases  including  the  foremen.  Many  of  the 
latter  were  lax  in  supervision  of  their  departments.  They  frequently 
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put  highly  paid  operators  on  low-grade  jobs  and  used  high-cost  male 
help  where  female  help  should  be  utilized.  Piece  rates  had  been  set 
without  proper  records  or  intelligent  study  and  applied  to  only  about 
20^-  of  the  workers,  whereas  the  percentage  in  comparable  factories 
was  at  least  80  r7.  Supervisory  and  indirect  expense  were  excessive, 
even  for  a  specialized  business  properly  requiring  a  high  proportion  of 
indirect  effort 

Mr.  ^Toolev's  program  to  correct  these  difficulties  was  described  in 
part  as  follows  (  January,  1935): 

The  program  is  based  upon  an  extensive  study  of  all  our  operations,  ma- 
chinery, equipment.  svs:e~  and  personnel,  as  well  as  upon  information  obtained 
through  visits  to  the  plants  of  some  of  our  competitors.  Consideration  has  been 
given  to  the  probability  of  a  much  greater  volume  of  business  in  the  future,  but 
I  do  not  propose  the  immediate  expenditure  of  monev  for  large  production. 
Rather  I  have  based  mv  recommendations  on  the  present  volume  of  business 
with  provision  for  a  conservative  increase  in  business  during  the  next  year.  My 
recommendations  are: 

1.  Concentrate  manufacturing  activity  in  the  smallest  practical  space  to  reduce 
all  supervision,  service,  and  control  expenses  to  a  minimum. 

2.  Install  the  most  urgently  needed  equipment  to  avoid  the  most  outstanding 
cases  of  excess  labor  due  to  ineffective  machines. 

5.  Create  i  workable  cost  control,  including  effective  estimating.  r;:e-serting. 
etc 

4.  Provide  effective  material-hand  ling  equipment,  ( conveyors,  etc.,  when  this 
can  be  effectively  used  to  handle  our  product). 

5.  Do  some  real  method  study,  improve  fixtures,  machines,  etc..  to  lower  di- 
rect labor  cost  and  improve  quality. 

6.  Study  each  element  of  our  indirect  expense  to  reduce  these  costs  to  a  proper 
relation  to  our  business. 

7.  Establish  a  firm  and  definite  labor  policy,  including  a  plan  for  handling  the 
old  employee  problem. 


The  plan  provides  for  two  lines  of  motor  manufacture — one  to  be  orgir..zr; 
for  quantity  production,  and  the  other  for  special  motor  production.  It  is  my  pur- 
pose to  classify  the  production  orders,  so  that  we  will  obtain  a  modified  focm  of 
line  production  and  subsequent  lower  manufacturing  costs  on  quantity  orders 
and  to  segregate  the  smaller  orders,  so  that  thev  will  not  interfere  with  a  smooth 
flow  of  production  for  the  larger  quantities.  This  will  enable  us  to  cut  costs  and 
go  after  a  class  of  business  which,  at  present,  we  cannot  even  consider. 


We  receive  manv  small  orders  for  one,  two.  and  three  motors  which  require 
just  as  much  engineering  and  paper  work  as  the  larger  orders.  These  have  ma- 
terially increased  our  engineering  and  indirect  expenses.  An  analysis  of  motor 
orders  received  from  Januarv  1  to  November  2~,  1934,  reveals  that  61.3%  or 
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these  orders  represent  only  5.7%  of  the  total  number  of  motors  sold,  while  the 
balance  of  38.7%  of  these  orders  represent  94.3%  of  the  total  number  of  motors 
sold.  There  is  probably  a  minimum  fixed  expense  of  approximately  $50  for  each 
small  order  engineered  and  manufactured,  and  I  do  not  feel  that  we  are  justified 
in  the  acceptance  of  these  small  orders,  unless  they  are  for  samples  for  prospec- 
tive buyers  of  large  quantities  or  for  customers  whose  total  purchases  justify  the 
cost  of  supplying  such  small  quantities.  I,  therefore,  propose  to  issue  instructions 
to  the  sales  department  to  this  effect. 

(A  breakdown  of  these  orders  classified  as  to  quantities  is  shown  in 
Exhibit  3  J 


Exhibit  3 
Pembroke  Electric  Company 

Classification  of  Orders  by  Number  of  Motors  Ordered 


Number  per  Order 

X;-  ber  zi 
Orders 

Percentage  of 
Total 

Number  of 
Motors 

Percentage  of 
Total 

1  and  2  

Av.  5     (3,  4,  5)\ 
(6, 7)  J 

295 
77 

48.6% 
12.7 

354 
346 

2-9% 
2.8 

Av.  10     (8,  9,  10)  1 
(11,  12,  13) J 

Av.    23  (14-35)  

Av.    50  (39-75)  

Av.  107  (80-150)  

Av.  227  (185-300)  

Av.  470  (400-500)  

74 

75 
49 
23 
10 
4 

12.2% 

12.4 
8.1 
3.8 
1.6 
.6 

744 

1,728 
2,510 
2,455 
2,275 
1,880 

6.1% 

14.1 
20.3 
20.0 
18.5 
15.3 

607 

100.0% 

12:292 

100.0% 

NATURAL  DIVISIONS  OF  ORDERS 

1-7      Av.  1.9  

8-500   Av.  49.3  

372 
235 

61-3% 
38.7 

700 
11,592 

5.-% 
94.3 

The  contemplated  "line  production"  would  not  be  quite  like  that  of 
a  typical  large-scale  production  line.  It  would  not  aim  to  attain  the 
speed  or  the  highly  specialized  diyision  of  labor  characteristic  of  the 
factories  of  large-scale  motor  manufacturers.  It  would,  instead,  primarily 
inyolye  a  rearrangement  of  machinery  to  allow  work  to  move  from 
one  operation  to  another  by  means  of  suitable  conveyors.  At  each  point 
the  operation  would  be  similar,  though  not  identical  for  various  orders. 
The  operations  would  call  for  workers  with  varying  degrees  of  skill, 
ranging  from  trained  technique  to  simple  manual  dexterity.  The  line 
would  speed  up  work,  reduce  transportation  costs,  make  supervision 
easier,  reduce  heat  and  light  costs  by  reducing  factory7  space  occupied, 
and  would  permit  the  employment  of  a  larger  percentage  of  workers 
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in  rhe  lower  wage  groups  for  tasks  which  thev  could  perform  as  well 
as  thev  were  performed  at  the  present  time  bv  higher  paid  workers. 

The  special,  or  small-order,  department  would  have  considerable 
machinerv  at  its  disposal  and  would  be  manned  by  fairlv  skilled  work- 
men who  could  do  a  variety  of  things.  This  department  would  be  a 
production  shop — not  an  experimental  shop — but  the  nature  of  its 
work  would  be  subject  to  frequent  change  and  would  require  some  in- 
genuity and  flexibility  on  the  part  of  workmen.  There  would  be  no 
great  difficulty  in  placing  some  of  the  company's  better  workers  in  this 
department,  since  its  plan  of  operation  would  be  similar  to  that  formerly 
employed  by  the  company  as  a  whole. 

It  would  be  more  difficult  to  adjust  some  of  the  older  workmen  to 
the  idea  of  line  production,  as  well  as  to  the  actual  change  in  tasks. 
Some  of  them  would  resist  the  introduction  of  new  methods  into  the 
factory  and  look  with  disfavor  on  the  replacement  of  men  bv  women. 
The  management,  however,  believed  that  bv  moving  slowly  and  with 
diplomacy  it  could  make  the  change  and  retain  the  best  of  the  workers, 
ultimately  losing  only  those  whom  it  was  more  desirable  to  replace 
with  younger  and  lower-paid  help. 

The  rebuilding,  replacement,  and  rearrangement  of  the  urgently 
needed  machinerv,  together  with  the  carrving-on  of  method  studies  for 
the  newly  defined  operations,  would  involve  an  expenditure  of  S49;900: 

New  and  rebuilt  physical  equipment  $31,900 

Methods,  rate  standards,  and  cost  control 

(three  men,  two  years)   11,000 

Standardization  activities   1,000 

Moving  and  rearranging   6.000 

Total  $49,900 

Detailed  floor  plans  were  made,  showing  the  proposed  locations  of 
machines  and  workers.  The  plant  consisted  of  one  large  six-storv  build- 
ing containing  some  130,000  square  feet,  and  two  smaller  buildings 
containing  a  total  of  about  14,000  square  feet.  Some  floor  space  was 
already  idle,  but  additional  areas  were  to  be  closed  as  follows : 

To  be  Cl-osed 


Foundry,  pickling,  and  grinding  and  rotor  assembly 

room  in  outbuildings   5,600  sq.  ft. 

Main  building — fourth  floor — one-half  (leaving  tool- 
room)  9,000 

Fourth  floor  annex   3,600 

Third  floor  (leaving  stock  room  and  some  special  test- 
ing room)   6,400 

Fifth  floor  annex  (stock  room  to  sixth)   3,600 


2S,200  sq.  ft. 
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This  would  require  the  use  of  only  57,800  square  feet  (128  square 
feet  per  worker),  located  as  follows: 

First  floor  (including  annex)   16,800  sq.  ft. 

Third  floor  (test)   1,600 

Fourth  floor  (occasional  use  only)   5,000 

Fifth  floor   18,000 

Sixth  floor  (including  annex)   16,400 

57,800  sq.  ft. 

The  offices  were  to  be  located  on  the  second  floor.  Floors  were  se- 
lected in  the  new  plan  to  minimize  costs  of  removing  large  machines 
from  original  locations  and,  at  the  same  time,  to  enable  a  logical  flow 
of  work.  The  proportion  of  female  workers  was  to  be  increased  greatly. 

Exhibit  4 

Pembroke  Electric  Company 

Actual  and  Normal  Relationship  of  Indirect  to  Direct  Expense 
(Direct  Labor  for  November,  1934,  Was  $11,232) 


Indirect  Expenses 


Actual  for 
November 


Normal  Per- 
centage to 
Direct  Labor 


Proper 
Amount 


Present 
Excess  to 
Be  Saved 


Labor: 

Supervision  

Inspection  

Purchasing  

Stores  and  receiving  

Shipping  

Factory  clerical  

Cost,  P/R,  inventory  

Department  indirect  labor  

First  aid  

Production  and  mechanical  depart- 
ments   


Sweeping  and  cleaning  

Trucking  

Repairs  to  machine  tools  and  equip- 
ment   


Total  labor 


Material: 

Department  indirect  

Small  tools  

Spoiled  work  

Repairs,  tools,  machinery,  and  equip- 
ment   


Total  material . 
Grand  total . 


$  1,973 
936 
490 
1,630 
600 
401 
1,267 
551 
85 

1,122 
489 
152 

809 


$10,505 


824 
187 
379 

238 


1,628 


$12,133 


10% 
9 
6 
8 
3 
2 
6 
3 


$1,123 
1,010 
675 
900 
338 
225 
675 
338 
56 

920 
338 
150 

281 


$7,029 


3% 

U 

2 


338 
169 
225 

169 


901 


$7,930 


$  850 
-  74 
-185 
730 
262 
176 
592 
213 
29 

202 
151 
2 

528 


$3,476 


486 
18 
154 

69 


727 


$4,203 
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On  January  5,  1935,  165  men  and  21  women  were  employed  in  the 
factory.  Operating  at  the  same  rate,  under  the  new  plan,  90  men  and 
80  women  would  work  in  the  general  line  and  1 5  men  in  the  special  or- 
der department.  Women  earning  45  cents  per  hour  would  replace  men 
earning  about  60  cents. 

A  detailed  study  was  made  of  indirect  expenses;  and  normal  relation- 
ships with  direct  labor  expense  were  set  up,  which  ultimately,  should 
show  a  reduction  of  some  20%  to  30%  in  indirect  expenses  (see  Ex- 
hibit 4). 

The  costs  of  producing  100  units  of  a  certain  motor  under  the 
planned  new  conditions  were  calculated  minutely  for  comparison  with 
actual  costs  for  the  same  job  under  existing  conditions.  The  results  were 
as  follows: 


100  Motors 

Actual  Costs — 
Original  Setup 

Estimates — 
New  Plan 

Materials  

Labor  

Overhead  

Total  

$  232.36 
242.00 
562.59 

$232.36 
173.92 
347.84 

$1,036.95 

$754.12 

It  was  anticipated  that  the  complete  alteration  of  the  physical  layout 
and  the  setting-up  of  the  new  production  plan  would  require  two  years. 
The  solution  of  the  labor  problem  would  probably  involve  five  years. 
The  personnel  problem  was  an  important  governing  factor  of  the  speed 
with  which  any  part  of  the  program  could  be  carried  out. 

By  August,  1935,  the  removal  of  operations  to  the  space  ultimately 
desired  was  about  40%  accomplished.  One  of  the  outbuildings  was 
vacated  and  rented.  About  $12,000  was  expended  for  equipment  re- 
newals and  replacements.  On  June  15,  the  worker  group  was  made  up 
of  195  men  and  45  women,  the  ratio  of  females  to  males  having  been 
increased  from  12.7%  in  January  to  23%  in  June,  1935.  The  absolute 
increase  of  males  was  the  result,  in  part,  of  increased  business,  but  it  also 
reflected  a  step  toward  displacement  of  former  inefficient  workers. 
Indirect  expense,  which  the  company  calculated  in  terms  of  dollars  per 
labor-hour,  was  reduced  from  $1.77  in  late  1934  to  $1.20  in  April, 
1935,  and  to  92  cents  in  August,  1935.  An  indication  of  economies 
effected  by  that  time  was  the  company's  ability  to  sell  a  motor  for  $8.00 
which  it  was  unable  to  sell  profitably  for  $9.00  a  year  earlier. 

The  plan  for  gradually  disposing  of  the  inefficient  workers  had  not 
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been  fully  worked  out  by  August,  1935.  All  the  workers  were  rated, 
and  the  33  most  inefficient  were  grouped  into  three  classes:  (1) 
Twenty-three  were  considered  conscientious  and  deserving  of  the  com- 
pany's help  in  some  way.  They  were  too  old  to  get  work  elsewhere  and 
yet  could  not  do  a  satisfactory  day's  work  for  the  company.  A  plan  under 
consideration  for  this  group  was  to  estimate  what  part  of  his  wage  such 
a  person  actually  earned,  which  might  be  charged  to  his  job  or  depart- 
ment, the  balance  ultimately  to  be  charged  to  a  pension  fund.  As  there 
was  no  such  fund  at  the  time,  however,  this  balance  would  have  to  be 
charged  to  general  expense.  (2)  Three  workers  were  considered  for 
later  recommendation.  ( 3 )  Seven  employees,  some  of  whom  the  com- 
pany believed  could  obtain  work  elsewhere  and  some  of  whom  mani- 
fested attitudes  considered  harmful  to  the  company,  were  to  be  dropped 
from  the  payroll.  In  the  future  the  management  intended  to  keep  its 
working  force  younger  and  more  productive  by  weeding  out  the  ineffi- 
cient employees  while  they  still  might  obtain  other  employment.  The 
company  was  still  feeling  its  way  in  working  out  its  labor  problem  and 
was  moving  no  faster  than  the  good  will  of  the  total  labor  group  would 


Exhibit  5 

Pembroke  Electric  Company 

Balance  Sheets,  1928-33 


July  31 

May  31 

May  31 

May  31 

Assets 

1928 

1929 

1930 

1931 

  $  180,975 

$  199,537 

$  252,060 

$  117,268 

Accounts  and  Notes  Receivable  

  359,051 

331,723 

354,332 

231,327 

Merchandise  

  891,852 

888,473 

928,199 

794,772 

Securities  •  

  10,600 

255,300 

357,571 

660,594 

Total  Current  Assets  

$1,442,478 

$1,675,033 

$1,892,162 

$1,803,961 

Investments  

Sundry  Assets  

  17,037 

988 

563 

502 

Real  Estate  (Net)  

387,912 

368,725 

360,642 

350,006 

Machinery  (Net)  

163,147 

157,095 

160,149 

137,688 

Equipment  and  Tools  (Net)  

41,728 

41,589 

40,822 

37,903 

Prepaid  Expenses  

  83,002 

34,175 

27,051 

50,795 

Total  Assets  

 $2,135,304 

$2,277,605 

$2,481,389 

$2,380,855 

Liabilities 

Accounts  Payable  and  Accruals  

 $  86,048 

$  154,552 

$  198,769 

$  163,086 

Reserves  

  89,386 

Capital  Stock  

  1,200,000 

1,200,000 

1,200,000 

1,200,000 

Surplus  

  759,870 

923,053 

1,082,620 

1,017,769 

Total  Liabilities  

 $2,135,304 

$2,277,605 

$2,481,389 

$2,380,855 

*  Government  bonds  and  certificates  of  deposit  over  $900,000. 
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allow.  Some  changes  in  subforemen  were  being  made  in  the  production 
departments. 

The  president  received  daily  reports  indicating  the  number  of  motors 
finished,  total  sales  orders  received,  and  the  financial  position  of  the 
company  in  brief.  Each  month  he  received  full  financial  reports,  in- 
cluding detailed  income  and  operating  statements.  He  wished,  however, 
to  have  a  weekly  report  on  factory  activities  which  would  show  the 
number  of  units  finished  and  in  process,  the  sales  value  of  motors  fin- 
ished, and  the  actual  cost  of  production.  A  new  cost  accounting  system 
was  not  to  be  installed  until  the  company  had  had  some  experience  with 
the  new  production  setup,  or  until  new  routines,  methods,  and  rates 
were  better  defined.  Eventually,  however,  the  president  intended  to 
have  the  cost  accounting  system  revised,  so  that  it  would  provide  cost, 
profit,  and  loss  information  more  speedily  and  in  better  form  for 
managerial  and  control  purposes.  At  that  time,  the  management  also 
expected  to  investigate  the  desirability  of  inaugurating  an  annual 
budgetary  system.  (See  Exhibit  5. ) 


Exhibit  5 — Continued 


Siaj31  May  31         May  31  May  31 

Assets                                1931  1933             1934  1935 

Cash  S    56,421  S    39,131  S    18,465  S  22,949 

Accounts  and  Notes  Receivable                      120,550  62,509         116,667  96, S37 

Merchandise                                             609,439  426,980         385,306  394,958 

Securities                                                    ~9-.~65  993-~26         9~2.602*  9~lA2-' 

Total  Current  Assets  Sl.551.l~5  Si. 522. 646  Sl:493,040  51,456,145 

Investments                                                43,424  17,222            5,000  5,000 

Sundry  Assets  '.                      625  384  145   

Real  Estate  (Net)                                       341,433  333-564         324,611  315,964 

Machinery  CN'et)                                        133,916  124,344         108,333  96,604 

Equipment  and  Tools  (Net)                           43,134  37,808          33,341  30,239 

Prepaid  Expenses                                            9.500  11,S62           10,329  22.525 

Total  Assets  S2. 155.205  52. 04", $30  Sl.9~-.~99  Sl.956.7SO 


Liabilities 

Accounts  Payable  and  Accruals  S     35,155  S     26,650  S     26,098  57,546 

Reserves  .        

Capital  Stock                                            1,200,000  1,200,000  1,200,000  1,200,000 

Surplus                                                    915,053  521.150  748,701  699.234 

Total  Liabilities  52.153-205  S2.04~.S30  51,974,799  $1,956,780 
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J.  S.  Miller,  president  and  general  manager  of  the  Snowcroft  Baking 
Company,  made  the  following  statement  in  1936: 

Bakery  chains  grew  and  prospered  during  the  1920's — many  of  them  in  spite 
of  loose  and  mediocre  management — because  the  movement  toward  "bakery 
bread"  kept  the  baker's  market  expanding;  but  that  expansion  has  probably 
stopped.  Bakeries  are  not  competing  with  housewives  any  more;  they  are  com- 
peting primarily  with  each  other  and  with  the  grocery  chains.  This  company  is 
meeting  that  situation  by  increasing  the  operating  efficiency  of  its  twenty-one 
branches  and  by  going  directly  to  the  consumers  to  sell  its  products. 

ORIGINAL  SNOWCROFT  COMPANY 

In  1906,  M.  S.  Snowcroft  established  a  bakery  at  Detroit,  Michigan. 
Profiting  by  the  rapid  growth  of  the  area,  his  company  prospered. 
Within  a  few  years,  under  the  name  M.  S.  Snowcroft  &  Sons,  he  oper- 
ated several  bakeries  in  the  Detroit  suburbs  of  Hamtramck,  Dearborn, 
and  Highland  Park.  Upon  the  father's  death  in  1921,  control  passed  to 
the  sons;  the  oldest,  John,  became  president. 

The  company  made  bread,  cakes,  and  pies,  which  it  distributed  to 
retail  stores.  Although  operations  were  profitable,  the  Snowcroft  officers 
became  apprehensive  in  the  middle  1920's  that  the  growing  chain 
grocery  systems,  with  bakeries  of  their  own,  might  undermine  inde- 
pendent bakers.  The  General  Baking  Company  had  been  formed  in 
1911,  the  Ward  Baking  Corporation  in  1923,  and  the  Continental 
Baking  Corporation  in  1924  to  combat  the  grocery  chains  and  to  realize 
for  themselves  purported  advantages  of  large-scale  operation.  These 
corporations,  which  had  grown  primarily  by  uniting  former  independent 
bakeries  scattered  through  eastern  states,  had  become  large  by  1925. 
Smaller  corporations  of  similar  type  were  formed  in  many  parts  of  the 
country. 

1926  CONSOLIDATION 

In  1926,  partly  on  encouragement  by  a  prominent  Milwaukee  flour 
miller,  the  Snowcrofts  decided  to  merge  their  company  with  two  others 

410 


SXCWCROFT  BAKING  COMPANY 


411 


— the  Bowen  Baking  Company  of  Toledo.  Ohio,  owned  and  managed 
bv  A.  E.  Bowen.  and  rhe  Van  Law  Bakeries  in  Steubenville,  Akron,  and 
Canton.  Ohio,  operated  bv  William  and  E.  G.  Van  Law.  The  Van  Law 
company  conducted  retail  door-to-door  business,  and  its  officers  were  to 
assist  in  developing  this  type  of  distribution  in  the  Snowcroft  branches. 
Moreover,  general  operating  economies  and  advantages  were  expected 
from  the  consolidation. 

An  executive  office  was  set  up  in  Detroit.  John  Snowcroft  was  presi- 
dent: William  Van  Law.  vice-president  in  charge  of  sales;  and  A.  E. 
Bowen.  treasurer.  Alfred  Snowcroft.  manager  of  the  Detroit  branch, 
was  to  be  production  manager  for  the  whole  company  as  well  ( assisted 
bv  Mr.  Bowen  i :  David  Snowcroft  was  purchasing  agent;  and  F.  A. 
Squires,  former  controller  for  the  Snowcroft  company,  became  con- 
troller for  the  new  company.  E.  G.  Van  Law  continued  to  manage  the 
Van  Law  branches.  Mr.  Bowen  appointed  a  manager  to  operate  the 
Toledo  branch  but  actually  directed  it  himself.  In  the  old  Snowcroft 
units  the  former  managers  were  retained.  The  executive  organization 
consisted  solely  of  the  above-named  persons  with  no  office  start.  They 
received  monthly  profit  and  loss  statements  from  the  branches  to  inform 
them  of  operating  results.  Responsibilities  were  not  definitely  defined. 
William  Van  Law  spent  a  good  deal  of  time  in  Steubenville.  Akron,  and 
Canton,  as  formerly,  and  Mr.  Bowen  was  frequently  in  Toledo.  The 
new  units  did  begin  jointly  to  purchase  such  materials  as  fiour,  lard, 
and  sugar.  Accounting  was  standardized  for  the  three  divisions  and 
then  centralized.  Information,  thereafter,  was  sent  bv  the  units  to  the 
controller,  who  made  up  reports  for  the  branches  and  the  company  as 
a  whole.  Each  division  continued,  however,  to  use  its  former  name, 
product  formulas,  and  brands.  In  192"  the  company  acquired  at  Lan- 
sing. Saginaw,  and  Pontiac.  Michigan,  bakeries  which  did  wholesale 
selling.  Their  original  managers  were,  for  the  time  being,  retained.  Bv 
the  end  of  the  next  year,  the  Detroit  and  Hamtramck  branches  had 
developed  retail  business  providing  about  one-third  of  their  sales  vol- 
ume. Little  progress  had  been  made,  however,  in  centralizing  functions 
or  in  unifying  operations  of  the  various  units. 

1928  CONSOLIDATION 

In  1928  a  further  consolidation  was  effected.  The  guiding  spirit 
behind  the  move  was  a  representative  of  investment  banking  interests 
who  had  promoted  the  formation  of  one  of  the  larger  baking  com- 
panies. As  a  preliminary  to  the  192S  move,  he  first  joined  under  the 
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management  of  Howard  Stoddard,  a  cousin  of  the  Snowcrofts,  bakeries 
in  Ann  Arbor  and  Ypsilanti,  Michigan,  which  did  retail  selling  under 
the  name  "Modern  Bakers."  These  two  units,  and  the  Miller  Baking 
Company  of  Grand  Rapids,  Michigan,  were  then  joined  with  the  Snow- 
croft  company's  existing  branches.  Under  the  terms  of  the  merger,  the 
former  proprietors  received  cash  and  part  of  a  new  issue  of  securities 
for  their  former  interests.  The  rest  of  the  new  stock  was  sold  to  the 
public.  John  Snowcroft  continued  as  president;  but  J.  S.  Miller,  formerly 
head  of  the  Grand  Rapids  company,  was  made  general  manager. 
Mr.  Stoddard  succeeded  Mr.  Bowen  as  treasurer,  and  the  latter  went 
back  to  Toledo  to  manage  that  branch.  E.  G.  Van  Law  left  the  com- 
pany, and  local  managers  responsible  directly  to  the  general  manager 
were  appointed  at  the  former  Van  Law  branches.  Mr.  Miller  later 
stated  that  the  new  officers  intended  further  to  centralize  management 
and  unify  operations,  but,  because  of  their  inexperience,  they  did  not 
have  definite  understandings  among  themselves  as  to  just  what  steps 
should  be  taken  in  attaining  that  general  end.  They  did  agree  to  expand 
retail  operations  and  proceeded  to  do  so.  At  Pontiac,  Lansing,  and  Grand 
Rapids,  the  Snowcroft  name  and  brands  were  adopted.  A  transportation 
department  was  created  to  begin  standardizing  and  supervising  delivery 
equipment  at  all  points.  This  was  put  in  charge  of  William  Van  Law, 
who,  though  no  longer  sales  manager,  was  still  a  vice-president.  A 
department  was  created  under  Alfred  Snowcroft  to  supervise  buildings 
and  machinery.  The  former  production  manager  of  the  Grand  Rapids 
company  was  made  general  production  manager  with  the  object  of 
standardizing  formulas  and  manufacturing  methods.  Sales  work  was 
divided  into  wholesale  and  retail  departments,  each  under  a  general 
sales  manager.  The  authority  of  the  new  central  officers  was  purposely 
extended  slowly  because  of  the  resistance  of  local  branch  managers. 

1929  CONSOLIDATION  AND  EXPANSION 

In  early  1929,  another  expansion  move  was  fostered  by  the  bankers. 
Four  bakeries  operated  by  F.  M.  Michelson,  and  located  in  Pennsylvania 
at  Pittsburgh,  Harrisburg,  York,  and  Philadelphia,  were  added  to  the 
Snowcroft  group.  Mr.  Michelson  had  managed  these  bakeries  only  a 
few  years  and  not  very  profitably.  Nevertheless,  it  was  contended  by 
the  bankers  that,  if  the  Michelson  group  were  added  to  the  rest,  it 
would  become  as  profitable  as  the  other  units.  The  Snowcroft  manage- 
ment was  not  particularly  anxious  to  take  over  the  Michelson  division, 
but  the  bankers,  representing  the  scattered  stockholders,  exerted  so 
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much  influence  that  the  consolidation  was  effected.  Mr.  Michelson  be- 
came a  vice-president  of  the  company.  Mr.  Miller  later  stated  that  here 
again  the  mistake  was  made  of  not  defining  properly  the  objectives  of 
the  consolidation  or  the  intended  responsibilities  of  officers.  Mr.  Michel- 
son,  who  had  managed  his  own  four  bakeries  very  closely,  continued 
to  do  so  and  opposed  attempts  to  work  them  into  a  uniform  operating 
system.  Moreover,  he  persuaded  the  managers  of  the  former  Van  Law 
units  to  join  in  similar  opposition,  with  the  result  that  the  genetal  man- 
agement was  blocked  in  its  efforts  to  extend  to  the  eastern  divisions  the 
name,  brands,  formulas,  and  general  methods  of  the  western  Snowcroft 
branches.  In  1930,  William  Van  Law  resigned  from  the  company, 
stating  that  he  could  not  work  with  the  branch  managers. 

In  Michigan  some  progress  was  made  in  centralizing  certain  types  of 
production  in  particular  bakeries.  Cakemaking  for  Dearborn  and  cake- 
and  breadmaking  for  Highland  Park  were  transferred  to  Detroit.  High- 
land Park  was  made  into  a  pie  bakerv  for  all  Michigan.  Hamtramck 
was  closed.  Its  production  was  transferred  to  Detroit,  and  its  selling 
temporarily  to  Highland  Park.  Shortly  thereafter,  Highland  Park  and 
Hamtramck  wholesaling  was  transferred  to  Detroit,  Highland  Park  re- 
taining its  own  and  the  recently  acquired  Hamtramck  retail  routes. 

Late  in  1929.  bakeries  that  carried  on  retail  selling  were  acquired  at 
Flint  and  Kalamazoo,  Michigan,  and  Fort  Wayne,  Indiana.  During 
1930,  retail  selling  was  begun  at  the  Lansing  and  Grand  Rapids 
branches.  During  1929-30,  while  the  company  was  first  developing 
its  house-to-house  distribution  in  Michigan,  the  officers  feared  that  the 
wholesale  business  would  be  jeopardized;  and  they  therefore  used  the 
name  "Modem"  on  the  retail  products  and  delivery  equipment.  They 
concluded  shortly,  however,  that  the  costs  of  the  "two-name"  policy7 
were  higher  than  the  benefits  justified.  Two  separate  advertising  pro- 
grams were  required;  two  kinds  of  wrappers  had  to  be  printed  for 
everything,  and  wrapped  products  could  not  be  exchanged  between 
wholesale  and  retail  departments;  stationery  was  duplicated;  and  the 
joint  use  of  delivery  equipment,  even  for  emergenqT  needs,  was  difficult. 
Moreover,  although  the  final  consumers  did  not  know,  necessarily,  that 
Snowcroft  and  Modern  products  were  the  same,  the  retail  storekeepers 
soon  knew  it.  The  latter  name  was  therefore  abolished,  and  only  the 
Snowcroft  name  was  used  in  Michigan. 

In  1932  Mr.  Michelson  agreed  to  relinquish  his  supervision  of  the 
Pittsburgh  branch.  Steubenville  was  made  a  selling  branch,  and  its 
production  moved  to  Pittsburgh.  In  1933  Mr.  Michelson  bought  a 
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restaurant  business  in  Philadelphia  and  began  to  take  a  decreasing  in- 
terest in  the  baking  companv.  He  finally  resigned  from  all  official  posi- 
tions in  1934  to  give  full  time  to  his  new  business.  Nevertheless,  even 
with  his  opposition  mostly  out  of  the  way.  rapid  action  could  not  be 
taken  in  the  Pennsylvania  blanches,  inasmuch  as  the  local  managers 
and  members  of  their  organizations  still  opposed  outside  direction.  They 
thought  thev  knew  better  than  anvone  in  Detroit  how  to  merchandise, 
manufacture,  and  distribute  baking  products  in  their  respective  areas. 

Exhibit  1 

Snowcroft  Baking  Company 
Organization  Chart 


In  1934  another  difficulty  came  to  a  head.  The  relations  between 
John  Snowcroft.  as  president,  and  Mr.  Miller,  as  general  manager,  were 
nor  harmonious.  No  mutuallv  agreeable  division  of  responsibility  had 
been  worked  out.  Mr.  Miller  was  the  active  executive  of  the  companv, 
whereas  Mr.  Snowcroft.  as  president,  had  onlv  very  general  responsibili- 
ties. The  two  had  not  agreed  entirely  on  certain  changes  made  in  branch 
managements,  on  the  selection  of  central  functional  officers,  or  on  the 
handling  of  the  eastern  divisions.  John  Snowcroft  sought  in  July,  1934, 
to  obtain  the  managership  for  himself.  He  solicited  proxies  from  the 
stockholders  with  which  he  intended  ro  vote  Mr.  Miller  out  of  office, 
charging  him  with  mismanagement  of  the  company.  Profits  of  this  and 
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of  other  bakery  groups  had  fallen  off  considerably  during  the  depression. 
Mr.  Stoddard,  who  had  not  been  treasurer  since  1933,  lent  support  to 
his  cousin,  John  Snowcroft.  The  latter,  however,  failed  to  obtain  enough 
votes  to  take  action,  whereupon  he  resigned  from  the  company.  Mr. 
Miller  was  elected  president  and  general  manager.  David  and  Alfred 
Snowcroft  staved  with  the  company,  the  former  as  purchasing  agent, 
the  latter  as  manager  of  the  Detroit  branch. 

Mr.  Miller  set  out  again  to  pull  the  eastern  units  into  the  system  and 
to  exert  closer  central  control  over  all  the  branches.  Some  further 
changes  were  made  in  local  managers,  and  the  authority  of  the  central 
functional  executives  was  clarified  and,  in  some  instances,  extended. 

Exhibit  1  is  a  chart  of  the  organization  plan  in  1936.  as  set  up  by 
Mr.  Miller.  Each  branch  manager  was  responsible  to  the  general  man- 
ager for  the  operation  of  his  unit  but  was  expected  to  carry  out  the  gen- 
eral policies  under  the  direction  of.  and  with  the  help  of.  the  central 
functional  officers.  In  turn,  each  branch  manager  had  a  local  bread 
production  manager,  cake  production  manager,  wholesale  sales  man- 
ager, retail  sales  manager,  office  manager,  garage  foreman,  and  stable 
foreman. 

PURCHASING 

The  purchasing  agent,  as  a  rule,  purchased  flour,  sugar,  milk,  veast, 
lard.  eggs,  wrappers,  printed  boxes,  and  stationery  for  the  whole  com- 
pany. He  bought  part  of  the  nuts,  fruits,  jams,  and  jellies  used  by  the 
company;  but,  in  some  instances,  the  local  managers  preferred  and  were 
allowed  to  buy  those  items  locally.  Two  of  the  branches  continued 
regularly  to  buy  their  own  lard  and  milk.  If  any  branch  ran  short  of 
some  raw  materials,  it  was  allowed,  as  an  emergency  measure,  to  pur- 
chase locally  in  amounts  up  to  SI 00.  When  the  company  was  first  cen- 
tralizing its  purchasing,  certain  branches  were  continually  running  short 
and  buying  locally.  This  practice  was  not  corrected  until  changes  in 
branch  managers  were  made.  David  Snowcroft  stated  that,  although 
centralized  purchasing  was  one  of  the  first  things  to  which  local  man- 
agers agreed,  it  was,  in  practice,  one  of  the  last  functions  they  wanted 
to  give  up;  the  right  to  purchase  was  regarded  by  them  as  a  mark  of 
authority. 

All  the  managers  agreed  that  the  company  could  buy  flour  and  other 
large-volume  materials  more  cheaply  than  could  a  single  unit.  At  times, 
however,  some  manager  complained  that  prices  paid  by  the  purchasing 
agent  for  smaller-volume  items  were  higher  than  the  manager  would 
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have  had  to  pay  locally.  There  were,  too.  occasional  criticisms  of  the 
quality  of  the  material  bought  by  the  purchasing  agent.  On  the  whole, 
however,  in  1956  the  branches  appeared  satisfied  with  the  purchasing 
procedure.  Flour  was  bought  from  several  sources  and  was  delivered  by 
the  mills  to  the  various  branches  as  needed  in  carload  lots.  It  was 
charged  to  the  branches  at  the  average  price  for  the  preceding  month; 
all  other  supplies  were  charged  at  actual  cost.  Flour  was  the  largest  item 
of  purchase.  It  was  bought  on  contracts  running  from  a  week  to  ninety 
days,  generally  less  than  thirty  days.  The  company  did  not  attempt  to 
speculate  on  prices  and  bought  on  longer  commitments  only  when  nec- 
essary to  assure  a  uniform  grade  of  properly  aged  flour.  The  president 
and  the  purchasing  agent  met  once  a  week  to  determine  what  flour  pur- 
chases to  make. 

PRODUCTION 

The  central  bread  production  manager  gave  directions  to  all  branches. 
The  cake  production  manager  gave  directions  to  all  except  the  Michel- 
son  branches.  These  officers  prepared  formulas  for  the  various  products, 
which  were  not  identical  for  all  branches  because  of  differences  in  local 
tastes.  Formulas  were  revised  for  different  shipments  of  flour,  and  local 
bakers  were  always  allowed  some  leeway  to  meet  changing  local  tem- 
perature and  humidity  conditions,  both  of  which  seriously  affected 
fermentation  and  baking.  The  central  production  managers  made  sug- 
gestions concerning  the  arrangement  of  equipment,  manufacturing 
routines,  and  techniques.  The  purchasing  of  manufacturing  equipment 
was  under  the  direction  of  the  general  manager  and  the  equipment 
manager,  but  the  production  managers'  opinions  were  always  given 
considerable  weight  when  changes  were  made.  The  production  managers 
received  uniform  detailed  monthly  reports  on  each  branch  showing  costs 
of  manufacturing  operations.  They  analyzed  results  on  three  bases: 
branches  were  compared  to  one  another,  current  periods  were  compared 
to  former  periods,  and  actual  results  were  compared  to  "standards." 

The  system  of  standards  was  part  of  a  cost  control  system  instituted 
in  1935.  The  controller  and  the  departmental  heads  worked  out  for 
each  functional  department  a  cost  classification  and  standard  costs.  The 
standards  were  based  on  past  performance  and  anticipated  possibilities. 
They  varied  between  branches  as  local  conditions  warranted.  A  branch 
manager  was  consulted  in  the  setting  of  standards  for  his  branch;  but  his 
opinion  was  only  an  aid  to  the  central  officers,  who  set  the  standards 
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themselves.  These  standards  were  revised  at  the  beginning  of  1936  and 
were  to  be  revised  each  year.  In  the  case  of  production  costs,  reports  were 
broken  down  to  show,  for  example,  such  items  as  direct  labor  costs  per 
pound  of  bread  baked,  and  power  cost  per  pound  of  cake  baked. 

As  a  quality  control  measure,  each  plant  was  required  to  send  to  the 
bread  production  manager  two  loaves  of  bread  each  day;  cake  samples 
were  sent  in  on  request. 

SELLING 

In  1936  the  company's  retail  selling  amounted  to  about  70^;  of  its 
total  volume;  this  percentage  had  increased  every  year.  Only  one  branch, 
Toledo,  did  no  retailing.  Wholesaling,  however,  was  not  being  aban- 
doned. The  wholesale  sales  manager  had  authority  over  all  except  the 
Pennsylvania  branches.  He  worked  jointly  with  local  managers  and  their 
local  wholesale  sales  managers.  He  outlined  sales  methods  and  decided, 
in  general,  what  products  should  be  made  by  a  given  branch.  The  local 
manager,  however,  decided,  with  his  local  sales  manager,  what  products 
wou1d  be  made  on  any  particular  day  and  in  what  amounts.  At  the 
branches  the  wholesaling  and  retailing  were  done  by  separate  sales 
forces,  ordinarily  using  separate  delivery  equipment.  The  wholesale 
men  were  divided  into  districts,  each  with  a  supervisor.  Each  salesman 
had  a  route  and  called  on  his  assigned  stores  once  or  twice  a  day.  He 
took  bread  and  cake  products  with  him  in  a  truck  and  made  deliveries 
and  collections  as  he  went.  Each  time  he  left  the  bakery,  his  load  was 
charged  out  to  him;  and  on  his  return,  he  accounted  for  it  in  cash,  ac- 
counts receivable  or  returned  merchandise.  Each  district  supervisor  rode 
with  one  of  his  salesmen  every  day,  thereby  keeping  acquainted  with 
the  territories  and  giving  instruction  to  the  salesmen.  If  a  route  was  not 
making  a  satisfactory  showing,  the  district  supervisor  was  instructed  to 
correct  the  trouble;  if  he  could  not,  the  branch  sales  manager  himself 
visited  the  route  with  the  salesman  (or  sometimes  without  him)  to 
learn  the  cause  of  the  trouble  and  to  take  corrective  action. 

Retail  selling  was  organized  in  much  the  same  way;  each  branch  had 
a  retail  sales  manager,  district  managers,  and  salesmen  who  sold  di- 
rectly to  consumers  from  door  to  door.  Each  salesman  had  a  route  or 
routes  and  called  on  his  customers  every  other  day  or  twice  a  week,  the 
frequency  depending  on  the  territory.  On  some  routes  they  used  trucks; 
on  others,  horses  and  wagons.  These  salesmen,  too,  were  charged  with, 
and  were  responsible  for,  their  merchandise  each  day.  They  extended 
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weekly  credit  to  their  patrons  and  made  collections.  A  man  had  on  the 
average  about  200  customers  and  was  supposed  to  solicit  six  new  homes 
everv  day.  The  retail  man  took  some  orders  from  customers  in  advance 
and.  upon  these  and  general  routine  sales  expectancy,  gave  orders  each 
evening  for  his  next  day's  load.  From  these  estimates  the  local  sales 
managers  derived  their  daily  orders  for  the  production  department.  The 
greater  the  accuracy  of  this  estimating,  the  lower  were  the  losses  from 
sales  missed  or  from  '' 'stale  returns. "  Stale  returns  were  the  unsold 
bread  or  cake  products  taken  out  on  retail  routes,  or  removed  bv  the 
salesmen  from  retail  stores  when  fresh  supplies  were  delivered.  They 
were  returned  to  the  bakeries  bv  the  salesmen.  Some  items  could  be  re- 
distributed; some  were  sold  at  the  bakeries  at  reduced  prices  as  stale 
merchandise;  many,  however,  because  of  rapid  perishability,  were  a 
total  loss.  The  solution  of  this  problem  was  said  to  be  one  of  the  key 
points  of  bakery  operation. 

It  was  the  company's  experience  that  losses  from  returns  were  lower 
in  the  retail  than  in  the  wholesale  division,  and  profits  were  better  in 
about  the  same  degree.  These  facts  confirmed  the  belief  that  door-to- 
door  selling  was  the  best  way  to  meet  grocery  chain  and  bakery  chain 
competition.  Another  device  was  used  which  lowered  stale  losses  and 
also  reduced  manufacturing  expense  by  decreasing  the  number  of  items 
made  on  any  one  dav.  The  company  published  each  week  a  leaflet,  called 
"Specials  This  Week,"  which  contained  suggested  menus  and  recipes 
using  bakery  products  and  announced  specials  for  each  dav  of  the  week. 
This  helped  salesmen  to  obtain  advance  orders;  and.  in  the  wholesale, 
as  well  as  the  retail,  departments  it  reduced  the  number  of  items  made 
on  any  particular  day.  On  the  average,  one  of  the  company's  bakeries 
made  roughly  40  types  of  bread  products  and  50  types  of  cake  products 
daily;  during  a  month  there  were  some  100  bread  items  and  150  cake 
items.  The  central  officers  guarded  continually  against  a  tendency  to 
increase  this  variety. 

To  some  extent  the  wholesale  and  retail  departments  competed  with 
each  other,  and  a  few  general  rules  were  established  to  reduce  the  un- 
desirable effect  of  retail  selling  on  the  goodwill  of  store  managers.  For 
instance,  retail  routes  were  not  established  directly  in  store  or  business 
areas;  a  retail  salesman  was  supposed  never  to  leave  his  vehicle  standing 
in  front  of  a  store;  and  neither  of  the  departments  undertook  sales  cam- 
paigns or  expansion  programs  without  consulting  the  other  department. 
To  illustrate,  in  1936  the  retail  sales  manager  wished  to  establish  six 
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new  routes  in  Lansing;  but  the  wholesale  division  had  just  finished  a 
local  sales-promotion  drive,  and  it  was  felt  that  the  effectiveness  of  the 
wholesale  department's  effort  would  be  minimized,  with  a  net  loss  to 
the  company,  if  immediate  steps  were  taken  to  further  retailing  at  that 
point.  The  move  was.  accordingly,  held  up  for  the  time  being.  Both 
departments  always  co-operated  in  setting  prices;  these  were  determined 
at  headquarters  for  all  branches.  The  two  departments  worked  together 
with  the  production  managers  in  getting  out  new  products  and  new 
formulas.  They  collaborated  with  the  general  manager  on  advertising, 
which  the  latter  supervised.  In  1936  the  Snowcroft  name  and  its  brands 
were  finally  in  use  at  all  branches.  The  management  intended,  during 
1936  and  193",  gradually  to  extend  to  the  Michelson  branches  super- 
vision by  both  the  general  sales  managers  and  the  cake  production  man- 
ager. 

The  general  sales  managers  received  monthly  reports  broken  down 
by  products  and  by  salesmen  for  all  branches.  Specific  information  on 
stale  returns  was  included.  Sales  officers  could  thereby  isolate  causes  of 
trouble  and  take  corrective  action.  Supplementary  weekly  reports  show- 
ing general  results  bv  product  classifications  and  by  individual  salesmen 
were  sent  in  bv  the  branches. 

The  retail  department  experienced  a  high  rate  of  turnover  among 
salesmen.  They  were  paid  on  commission;  new  men  earned  about  S20 
per  week;  older  men  earned  up  to  550  per  week.  \Thenever  a  salesman 
left,  it  hurt  his  route.  In  1936  the  management  was  trying  to  overcome 
this  trouble  by  selecting  for  retail  salesmen  married  men  between 
twenty-five  and  thirty-five  years  of  age  who  had  the  physique  and  the 
disposition  for  this  sort  of  selling.  The  earlier  policy  of  hiring  younger 
men  was  considered  a  mistake.  In  the  case  of  wholesale  salesmen,  turn- 
over was  less  of  a  problem.  They  were  of  a  different  type,  more  stable, 
and,  on  the  average,  remained  with  the  company  much  longer. 

Each  salesman  was  required  to  deposit  S 100  as  a  cash  bond  to  protect 
the  company  against  embezzlement.  The  company  paid  6%  interest 
to  the  depositors. 

During  1933,  1934,  and  1935,  the  company  opened  eight  subsales 
stations.  Products  were  shipped  bv  truck  from  the  nearest  bakeries  to 
these  stations  where  the  merchandise  was  reloaded  into  regular  sales 
vehicles  and  distributed.  The  company  usually  rented,  for  this  purpose, 
a  garage  which  housed  the  local  delivery  equipment  and  served  as  head- 
quarters for  the  sales  area.  Inasmuch  as  distribution  costs  were  very  high 
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in  rhe  industry,  the  company  was  continually  seeking  new  means  of 
lowering  them.  The  chief  items  of  cost  for  the  company's  products  were 
as  follows  (retail  sales  price  =  lOO^c  ) : 

Wholesale  Retail 

Sales  Sales 
Department  Department 

Raw  materials   30%  30% 

Manufacturing   20  20 

Administration   5  5 

Selling   20  40 

Discount  to  retailers   20 

Stale  returns  and  profit   5  5 

Total   100%  100% 

In  recent  years  the  amount  of  profit  realized  was  just  about  what  the 
company  could  save  by  reducing  losses  on  stale  returns.  In  some  periods, 
selling  expense,  too,  was  somewhat  less  than  the  amount  indicated 
above. 


EQUIPMENT 

Mr.  Adams,  the  equipment  manager,  had  general  charge  of  the  ve- 
hicles, horses,  machinery,  and  buildings  of  all  branches.  He  worked 
jointly  with  the  branch  managers  and  their  garage  and  stable  foremen. 
He  purchased  delivery  equipment  and  such  operating  supplies  as  tires, 
oils,  gasoline,  and  hay.  Horses  were  bought  on  his  authorization,  usually 
by  the  local  stable  foreman.  Air.  Adams  came  to  the  company  in  1933 
with  experience  in  truck  operation  and  maintenance  but  had  to  acquire 
his  knowledge  of  baking  machinery  thereafter.  Consequently,  in  1936 
he  still  consulted  with  the  production  managers  and  with  Mr.  Miller 
himself  on  important  matters  involving  baking  equipment.  The  com- 
pany maintained  a  central  garage  in  Detroit  in  which  major  repairs 
were  made  for  all  rhe  Michigan  units.  The  company's  local  garage 
foremen  were  responsible  for  routine  maintenance  work  and  simple 
repairs.  Local  private  garages  were  used  for  major  jobs  at  the  branches 
outside  Michigan.  Rolling  stock  was  being  standardized  rapidly  at  all 
points,  both  as  to  types,  painting,  decorating,  and  lettering.  In  the  case 
of  the  Michelson  branches,  even  in  this  regard,  the  company  had  to 
move  slowly  to  safeguard  the  goodwill  of  local  officers  and  customers. 
For  instance,  in  1935  the  Michelson  name  was  put  on  the  trucks,  in 
large  letters;  the  Snow  croft  name  in  small  letters.  In  1936  this  was 
being  reversed,  and  in  193^  the  Michelson  name  would  be  eliminated. 
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Mr.  Adams  received  monthly  reports  from  all  branches  showing  costs 
per  mile  for  gasoline,  for  repairs,  etc.,  with  further  breakdowns  showing 
all  the  actual  expenses  charged  to  each  truck.  This,  as  a  part  of  the  com- 
pany's new  cost  control  system,  enabled  him  to  make  comparisons  be- 
tween branches,  between  periods,  and  between  actual  and  standard  costs. 
He  visited  each  Michigan  branch  about  once  a  month  and  each  outside 
branch  at  least  everv  three  months.  When  he  made  a  visit,  he  was  sup- 
posed to  talk  with  the  local  branch  manager  and  the  garage  foreman 
together,  to  avoid  any  misunderstandings  between  the  latter  two.  This 
procedure  was  prescribed  for  all  functional  officers  when  visiting 
branches.  Mr.  Miller  stated  that  he  tried  to  enforce  this  rule  strictly,  but 
it  was  not  always  observed.  A  central  functional  officer  might  ignore 
the  branch  manager  and  take  up  some  matter  solelv  with  the  local  func- 
tional officer.  \Then  this  happened,  it  usually  displeased  the  branch 
manager.  Anv  conflicts,  arising  from  this  or  any  other  cause,  between 
central  officers  and  branch  managers  were  settled  by  Mr.  Miller. 

ACCOUNTING 

The  monthly  reports  on  the  branches  and  on  the  company  as  a  whole 
were  prepared  by  the  controller  from  information  supplied  by  the 
branch  office  managers.  For  Mr.  Miller's  use,  income  statements  and 
balance  sheets  were  prepared  showing  in  detail  the  operation  of  each 
branch  broken  down  into  bread  and  cake  products  and  wholesale  and 
retail  operations.  The  cost  and  income  items  were  reduced  to  terms  ex- 
pressed in  units  of  production  for  comparative  analysis.  Mr.  Miller  also 
had  detailed  monthly  reports  on  poundage  sales,  payrolls,  flour  con- 
sumption, and  advertising.  He  saw  weekly  sales  reports  and  had  ab- 
breviated daily  cash  and  financial  statements. 

The  controller's  department  prepared  the  monthly  departmental  re- 
ports for  the  functional  officers,  whose  use  of  them  has  been  described. 
Branch  managers  usually  saw  the  reports  of  their  own  branches  only, 
although  a  central  functional  officer  might  use  his  departmental  report 
in  showing  a  local  manager  where  and  why  it  was  believed  certain  op- 
erations should  be  improved.  If  Mr.  Miller  had  any  question  about  re- 
sults in  a  functional  department,  he  examined  the  departmental  reports 
and  called  on  the  head  of  the  particular  department  to  explain  the  cause 
and  to  take  corrective  action. 

The  accounting  itself  at  all  the  branches  was  supervised  by  the  con- 
troller. He  trained  and  placed  the  office  managers  in  the  branches.  He 
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was  assisted  bv  a  corps  of  traveling  auditors.  They  checked  all  general 
paper  work  at  the  branches  and  also  checked  branch  production  records 
to  ascertain  whether  or  not  formulas  had  been  closely  followed.  This 
was  necessitated  by  a  tendency  on  the  part  of  branch  managers  to  skimp 
on  some  materials  and  thereby  show  lower  costs,  and  by  the  opposite 
tendency  on  the  part  of  bakers  to  be  too  liberal  with  some  ingredients. 

Mr.  Squires  stated  that  in  the  earlier  days  of  the  company  the  basis 
on  which  general  overhead  was  charged  to  the  branches  greatly  con- 
cerned the  local  managers.  Some  of  them  thought  the  amount  of  the 
charge  depended  on  how  many  general  officers  called  on  them.  and.  con- 
sequently, they  discouraged  visits.  They  were  later  shown  that  the  over- 
head charge  was  allocated  on  the  basis  of  branch  volume.  Thereafter, 
the  local  managers,  in  some  instances,  began  to  request  more  frequent 
visits. 

TREASURER 

In  the  summer  of  1936  Mr.  Miller  obtained  the  services  of  a  new  man 
for  treasurer.  This  new  man  was  to  concentrate  on  cost  study  and  relieve 
the  general  manager  of  much  of  the  detail  work  of  analyzing  the  de- 
partmental and  branch  reports  prepared  bv  the  controller.  Mr.  Miller 
would  then  have  more  freedom  to  visit  the  branches  and  to  take  what- 
ever administrative  action  was  necessary  from  time  to  time. 

The  branches  all  had  bank  accounts  and  disbursed  their  own  funds 
for  payrolls  and  regular  local  expenses.  Bills  for  local  purchases  were 
referred  to  the  central  purchasing  or  equipment  department  heads  for 
approval  before  payment.  Branch  managers  hired  and  fired  their  own 
assistants  but  usually  conferred  with  the  responsible  central  depart- 
mental officer  before  making  any  change.  Salesmen  and  factory  workers 
were  generally  hired  bv  the  local  department  heads  under  whose  im- 
mediate direction  they  worked.  \Tages  were  set  by  the  local  manager. 

Xo  regular  meetings  of  the  executive  officers  were  held,  although  ir- 
regular meetings  and  conferences  were  frequent.  At  the  branches,  meet- 
ings of  local  officers  were  held  every  two  weeks.  Minutes  of  these  branch 
meetings  were  sent  to  headquarters,  where  they  were  read  by  the  gen- 
eral manager  and  all  the  general  officers. 

In  1936  Mr.  Miller.  Mr.  David  Snowcroft.  and  Mr.  Squires  were  the 
only  remaining  general  officers  of  those  who  constituted  the  manage- 
ment following  the  consolidations  of  1928  and  1929-  Only  three  of 
the  branches  had  their  original  managers — Detroit.  Dearborn,  and 
Toledo.  Of  the  other  branch  managers  in  1936,  one  had  served  seven 
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years;  four,  for  five  years;  three,  for  three  years;  five,  for  two  years;  and 
six,  for  one  year  each.  Most  of  these  had  come  from  the  sales  depart- 
ments. 

Exhibit  2  reproduces  income  and  profit  information  for  the  years 
1928—35.  Exhibit  3  reproduces  annual  balance  sheets  for  the  same  years. 

Exhibit  2 

Snowcroft  Baking  Company 
Selected  Income  and  Profit  Items,  1928-35 

1928             1929              1930  1931 

Net  sales  S7,326,306     510,111,713     S10,531,787  $8,665,469 

Cost  of  sales                                        4,330,743        5,772,555        5,579,662  4,414,607 

Gross  profit  S2,995,563     S  4,339,158     S  4,952,125  S4,250,S62 

Selling,  administrative,  and  general 

expense                                          2,295,687        3,363,730        3,713,523  3,342,919 

Miscellaneous  charges  and  credits  O  )  4,128            26,208            40,498  24,782 

Depreciation                                         249,096          343,727          391,791  387,237 

Taxes                                                    49,807            63,596            97,008  58,053 

Net  income  S  405,101     S     541,597     S     709,305  S  437,871 

Dividends                                                                  291,597          391,002  403,883 

1932             1933             1934  1935 

Net  sales  S7,466,456     S6,8S3,677     S7,766,922  $8,341,277 

Cost  of  sales                                          3,872,033      3,811,835      4,568,564  4,960,5SS 

Gross  profit  S3, 594,423     $3,071,842     S3,19S,35S  S3, 380,639 

Selling,  administrative,  and  general 

expense                                             2,983,382      2,794,970      2,926,455  3,032,523 

Miscellaneous  charges  and  credits  (cr.)  2,889           16,414     (cr.~)  4,717  (cr.)10,639 

Depreciation                                            407,451         392,096         364,913  344,240 

Taxes                                                        26,876      5,200 

Net  income  S  179,603     S  131, 633d    S     88,293d    $  9,365 

Dividends   249,465  47,822     

d  Deficit. 
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Exhibit  3 

Snowcroft  Baking  Company 

Annual  Balance  Sheets,  1928-35 


Assets 

1928 

1929 

1930 

1931 

Cash  

.  .  .$  594,918 

$  306,805 

$  424,403 

$  244,872 

Accounts  Receivable  

202,056 

177,232 

153,872 

178,862 

Inventories  

...  381,381 

416,104 

349,076 

312,708 

Total  Current  Assets  

.. .$1,178,355 

$  900,141 

$  927,351 

$  736,442 

Other  Assets  

$  113,186 

$  237,335 

$  531,730 

$  535,317 

Property,  Plant,  and  Equipment  (Net) 

4,394,398 

4,943,806 

5,054,816 

5,012,011 

Goodwill  

1 

1 

1 

1 

•  • .$5,685,940 

$6,081,283 

$6,513,898 

$6,283,771 

Liabilities 

Notes  Payable  $     37,083  $     96,733  $  110,500   

Accounts  Payable                                          270,045  265,864  265,013  $  249,223 

Other  Payables                                               15,561    44,276  43,081 

Mortgage  Installments  Due  within  Year             62,886  32,572  31,408  25,545 

Provision  for  Federal  Income  Tax                      58,963  63,596  97,287  58,053 

Total  Current  Liabilities  $  444,538  $  458,765  $  548,484  $  375,902 

Mortgages  Payable  $  472,000  $  519,761  $  371,743  $  346,062 

Salesmen's  Deposits        

Minority  Interest  in  Subsidiary                         96,917  46,871  41,664  41,032 

Capital  Stock                                             4,552,379  4,689,684  4,870,422  4,870,423 

Surplus                                                        120,106  366,202  681,585  650,352 

Total  Liabilities  $5,685,940  $6,081,283  $6,513,898  $6,283,771 


Assets 

1932 

1933 

1934 

1935 

Cash  

..$  292,958 

$  264,481 

$  332,418 

$  409,350 

Accounts  Receivable  

152,158 

134,914 

127,831 

182,468 

Inventories  

. .  274,361 

316,792 

353,287 

408,376 

Total  Current  Assets  

..$  719,477 

$  716,187 

$  813,536 

$1,000,194 

Other  Assets  

$  327,033 

$  320,269 

$  73,413 

$  60,801 

Property,  Plant,  and  Equipment  (Net) 

4,953,497 

4,715,553 

4,472,629 

4,393,806 

Goodwill  

1 

1 

1 

1 

Total  Assets  

$6,000,008 

$5,752,010 

$5,359,579 

$5,454,802 

Liabilities 

Notes  Pay  able       $  19,500 

Accounts  Payable  $  206,103  $  253,716  $  225,946  $  240,333 

Other  Payables                                                   676  637    50,184 

Mortgage  Installments  Due  within  Year.  ..  .       34,216  24,830  20,280  39,975 

Provision  for  Federal  Income  Tax                      32,275    21,037  24,049 

Total  Current  Liabilities  $  273,270  $  279,183  $  267,263  $  374,041 

Mortgages  Payable  $  365,048  $   306,997  $  209,495  $  206,700 

Salesmen's  Deposits     62,650  64,488 

Minority  Interest  in  Subsidiary                         40,347  37,388  36,124  2,965 

Capital  Stock                                             4,870,423  4,870,423) 

Surplus                                                       450,920  258,019] 


4,784,047  4,806,608 


Total  Liabilities  $6,000,008     $5,752,010     $5,359,579  $5,454,802 


DEERING  SHOE  COMPANY 


Near  the  end  of  1939,  Frank  Sanford,  then  forty-six  years  old,  suc- 
ceeded his  father  as  president  of  the  Deering  Shoe  Company,  of  Nashop, 
Massachusetts,  manufacturer  of  men's  high-grade  shoes.  His  father,  H. 
J.  Sanford,  became  chairman  of  the  board  of  directors  and  withdrew 
from  active  management.  Until  becoming  president,  Frank  Sanford 
had  been  superintendent  of  the  plant.  Before  he  had  been  superintend- 
ent, he  had  worked  in  the  cutting  room  for  several  years,  during  which 
time  he  had  also  been  in  charge  of  purchasing. 

During  the  first  quarter  of  the  century,  ownership  of  the  company 
had  been  divided  between  H.  J.  Sanford,  who  managed  production,  and 
a  Mr.  Cheverus,  who  supervised  sales.  On  the  latter's  death  in  the  mid- 
dle 1920's,  H.  J.  Sanford  bought  out  his  interest  and  became  owner  of 
all  the  common  and  preferred  stock.  To  replace  Mr.  Cheverus,  several 
sales  managers  were  tried  without  success.  In  1929,  after  being  with  the 
company  about  five  years,  a  younger  brother  of  Frank  Sanford  was  given 
this  position,  and  he  remained  as  sales  manager  until  the  autumn  of 
1939. 

Business  had  been  good  during  the  1920's;  but,  following  1929,  sales 
declined  to  about  one-half  the  volume  of  the  preceding  years.  Serious 
labor  trouble  then  developed.  In  1933,  workers  at  the  plant  were  out 
on  strike  for  several  weeks  in  a  union  jurisdictional  conflict. 

By  1938,  successive  annual  losses  had  depleted  working  capital  to 
a  dangerous  point.  At  the  suggestion  of  Frank  Sanford,  the  possibility 
of  factoring  receivables  had  been  investigated  and  decided  upon.  By  fac- 
toring, the  company  was  able  to  operate  on  a  cash  basis,  thus  relieving 
the  strain  on  working  capital;  to  grant  independent  retailers'  demands 
for  season's  datings  on  shipments;  and  to  sell  to  more  stores,  since  the 
factor  was  found  willing  to  accept  many  accounts  rejected  by  the  com- 
pany's former  credit  department.  Customers  paid  their  bills  directly  to 
the  factor.  After  forty  days  the  company  could  draw  on  the  factor  to  the 
extent  of  sales  without  charge.  Immediate  withdrawal  up  to  90%  of 
sales  were  permitted  for  a  charge  of  6%  per  annum  on  such  funds. 

In  spite  of  the  introduction  of  factoring,  by  1939  the  company's 
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financial  position  was  precarious,  and  its  bank  was  complaining  that 
overhead  had  remained  hi  eh  while  sales  were  low.  Frank  Sanford, 

o 

placed  in  charge  of  the  company  to  improve  this  situation,  believed  that 
a  reorganization  of  both  operations  and  personnel  was  necessary  to  re- 
store profitability.  At  that  time,  his  brother  expressed  a  desire  to  get 
into  some  other  line  of  work  and  was  not  urged  to  stay  because,  in  the 
words  of  H.  J.  Sanford,  ;'There  can  be  too  much  family  in  a  business." 
It  was  felt  that  junior  executives  might  become  discontented,  believing 
that  all  responsible  positions  would  be  filled  by  members  of  the  family 
and  that  there  was  no  future  in  the  company  for  others. 

When  Frank  Sanford  became  operating  head  of  the  business,  he  intro- 
duced a  number  of  changes.  The  company's  line  of  two  grades  of  shoes 
was  cut  to  one  grade.  All  production  was  then  handled  by  the  same 
working  force  and  passed  through  the  same  production  rooms.  Much 
duplication  was  avoided,  some  machines  were  eliminated,  and  a  reduc- 
tion in  both  factory  and  office  workers  was  effected.  In  rearranging  plant 
layout,  considerable  vacant  space  was  made  available  for  renting  or  for 
future  expansion,  if  necessary. 

SALES 

In  sales,  the  personnel  was  almost  completely  changed  between  1939 
and  1941.  For  a  long  time,  most  of  the  salesmen  had  not  been  producing 
the  volume  of  business  thought  to  be  available  in  their  territories.  As 
soon  as  they  could  be  found,  Mr.  Sanford  brought  in  new  salesmen.  Bv 
1941  only  one  salesman  had  been  with  the  company  longer  than  four 
years,  and  he  was  barely  earning  a  living  from  his  territory.  A  new 
salesman  was  given  a  year  or  two  on  salary  to  build  up  a  territory  before 
being  put  on  commission.  If  he  was  not  selling  on  a  profitable  basis  in 
that  time,  he  was  replaced.  In  1941  Mr.  Sanford  was  looking  for  a  new 
man  to  replace  one  of  those  employed  when  he  first  reorganized  the 
sales  staff;  that  salesman  had  not  proved  successful. 

Salesmen's  territories  consisted  of  ( 1 )  the  Pacific  Coast  east  to  Den- 
ver; (2)  a  southwestern  area  including  Louisiana,  Texas,  Oklahoma, 
and  Arizona;  ( 3 )  a  midwestern  area  extending  from  St.  Louis  to  Chatta- 
nooga and  north  to  Buffalo;  (4)  Ohio.  Michigan,  and  upper  New  York 
State;  (  5  )  New  York  City,  Long  Island,  and  New  Jersey;  and  (6)  New 
England,  Pennsylvania,  Delaware,  part  of  Virginia,  and  Washington, 
D.C.  There  was  no  salesman  in  the  Southeast,  and  sales  in  the  Middle 
West  were  negligible. 

Sales  policies  and  supervision  of  salesmen  at  the  main  office  were  in 
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the  hands  of  Mr.  Sanford  and  Mr.  Thornton,  a  young-  man  about  twenty- 
six  years  old  who  had  been  employed  in  the  company's  order  depart- 
ment since  he  finished  high  school.  Matters  of  price,  distribution,  and 
advertising  were  planned  in  consultation.  Policies  agreed  upon  were 
executed  by  Mr.  Thornton,  who  assumed  responsibility  and  made  de- 
cisions without  haying  to  come  to  Mr.  Sanford  frequently  during  the 
day. 

Orders  came  to  Mr.  Thornton,  who  kept  a  daily  tabulation  by  pairs 
for  each  salesman.  Three  or  four  times  a  week  Mr.  Sanford  looked  oyer 
each  salesman's  record.  Either  he  or  Mr.  Thornton  would  call  the  other's 
attention  to  anything  which  seemed  out  of  the  ordinary,  and  they  dis- 
cussed any  action  to  be  taken.  Salesmen  were  kept  informed  of  new 
styles  and  prices  by  Mr.  Thornton,  but  he  exercised  no  detailed  super- 
vision.  Mr.  Sanford  believed  that  mature  men  who  had  been  selling 
shoes  for  fifteen  or  twenty  years  were  capable  of  doing  their  own  rout- 
ing, deciding  how  many  calls  to  make,  what  prospects  to  call  on,  ob- 
taining contacts,  and  the  like,  and  would  resent  interference  from  the 
office  in  such  matters. 

The  Deering  line  included  forty  to  fifty-five  different  styles  of  men's 
shoes  made  for  ordinary  business  or  sports  wear  and  selling  in  the  S~.00 
to  S  10.00  retail  price  range.  Inasmuch  as  the  Deering  Shoe  Company 
did  not  make  many  high-style  items,  the  style  factor  in  its  line  was 
relatively  more  stable  than  in  some  of  its  competitors'  lines.  A  typical 
small  retailer  carried  from  ten  to  twelve  Deering  stvles.  of  which  prob- 
ably six  would  not  change  from  one  year  to  the  next.  The  lasts  from 
which  staple  designs  were  made  might  be  kept  ten.  fifteen,  or  even 
twenty  years.  A  high-stvie  last,  however,  might  go  out  of  date  within 
six  months.  Usually,  the  company  would  not  decide  upon  a  last  unless 
it  was  expected  to  be  usable  for  at  least  two  or  three  years.  On  the  whole, 
the  variety  of  stvles  remained  about  the  same  in  number  from  year  to 
year.  Style  lines  were  made  up  twice  a  year — once  for  the  spring-sum- 
mer season  and  once  for  the  fall-winter  season.  Styling  of  the  shoes  was 
decided  upon  by  Mr.  Sanford.  Mr.  Thornton.  Mr.  Westbrook,  who  was 
superintendent  of  the  plant,  and  one  or  two  of  the  salesmen. 

A  salesman,  traveling  by  train  or  automobile  and  taking  a  trunk  of 
samples,  would  call  on  stores  in  the  major  towns  in  his  district  three 
or  four  times  each  six  months.  This  practice  was  in  sharp  contrast  with 
that  prevailing  before  the  early  1920's,  when  salesmen  made  one  trip 
each  six  months,  during  which  customers  bought  their  season's  full 
requirements.  The  change  resulted  from  the  growth  of  style  conscious- 
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ness  and  from  the  reluctance  of  retailers  to  assume  inventory  risks.  An 
independent  retailer  might  be  interested  in  six,  eight,  or  ten  of  the 
samples.  Not  infrequently  changes  in  construction  would  be  asked  for, 
such  as  a  different  leather  or  color.  A  salesman  could  quote  prices  on 
orders  involving  changes,  subject  to  approval  by  the  main  office.  Or- 
dinarily, changes  would  be  made  only  on  orders  of  substantial  size; 
but  occasionally  requests  for  changes  were  granted  on  orders  for  only 
twenty-four  or  thirty-six  pairs,  if  the  customer's  total  business  with  the 
Deering  Shoe  Company  was  important. 

According  to  Mr.  Sanford,  large  customers  usually  refused  to  deal 
with  anyone  but  the  head  of  the  manufacturing  company,  so  that  he 
spent  half  his  time  on  the  road  each  year  calling  on  such  accounts.  There 
were  also  a  few  large  foreign  customers  who  came  to  the  United  States 
each  year  to  select  their  lines  and  who  dealt  with  company  officials.  Sales 
to  large  customers  handled  directly  by  Mr.  Sanford  accounted  for  60% 
of  the  company's  dollar  volume  of  sales. 

The  company  divided  its  sales  into  two  classes  of  accounts:  the  sales- 
men's accounts  and  the  factory  accounts.  On  the  salesmen's  accounts, 
the  company  had  lost  in  the  first  eleven  months  of  1941  the  sum  of 
$3,500  in  excess  drawings,  compared  with  commissions.  Of  course,  this 
amount  included  expenses  of  some  new  men  who  had  not  yet  had  suffi- 
cient time  to  build  a  profitable  business  in  their  territories.  On  the  fac- 
tory accounts,  which  were  handled  by  Mr.  Sanford,  commissions  were 
set  up  on  the  books,  and  only  expenses  incurred  on  sales  trips  were 
charged  against  them.  These  factory  accounts  showed  a  profit  of  $5,000 
for  the  same  period. 

Mr.  Sanford  considered  salesmen's  reports  of  calls  a  waste  of  time  and 
eliminated  them.  As  he  said,  most  of  the  information  had  been  of  little 
use  and  the  reports  had  been  merely  glanced  over  and  filed  away.  Since 
a  salesman  could  tell  by  looking  at  window  displays  what  styles,  price 
ranges,  and  brands  a  store  carried  without  actually  calling  on  the  man- 
ager, a  report  was  no  proof  that  a  call  had  been  made.  The  general  com- 
petition which  the  company  faced  was  already  known,  and  the  only 
information  which  Mr.  Sanford  did  want  to  get  from  the  salesmen  was 
the  reason  why  a  particular  store  did  not  carry  the  Deering  line. 

Orders  from  mail-order  houses  were  large  and  usually  were  placed  in 
April  for  delivery  July  1 .  It  was  stated  that  these  purchases  came  earlier 
than  the  usual  seasonal  because  of  the  necessity  for  inclusion  in  cata- 
logues. The  trade  practice  was  for  orders  to  be  placed  in  June  for  August 
delivery.  This  helped  to  reduce  the  company's  seasonal  manufacturing 
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fluctuations,  even  though  the  company  did  not  solicit  mail-order  busi- 
ness for  that  purpose. 

Sales,  principally  under  the  Deering  brand,  were  made  to  400  retail- 
ers, including  independent  men's  and  family  shoe  stores,  chain  stores, 
and  mail-order  houses.  To  stimulate  dealer  promotion  of  its  shoes,  the 
company  furnished  newspaper  mats  and  copy  without  charge  and  paid 
for  half  of  any  newspaper  advertising  of  the  Deering  brand.  Mail-order 
pieces,  signs,  and  posters  were  supplied  free  of  charge,  and  neon  signs 
were  made  available  at  cost.  Retailers  did  not  often  shift  from  one  man- 
ufacturer of  men's  shoes  to  another  because  of  the  substantial  invest- 
ment necessary  to  carry  and  promote  a  line  of  shoes.  A  retailer's  stock 
involved  a  minimum  of  30  pairs  of  shoes  for  each  style  and  might  con- 
tain from  8  to  50  different  styles.  Sizes  from  6  to  12  in  at  least  four 
widths  each  had  to  be  carried;  and  in  the  more  common  sizes,  more  than 
one  pair  had  to  be  kept.  A  minimum  stock,  therefore,  was  about  250 
pairs,  and,  commonly,  stores  carried  400  or  more  in  stock.  About  25% 
of  the  total  volume  was  sold  to  several  wholesalers,  of  whom  only  one 
took  an  important  amount.  When  a  wholesaler  purchased  shoes,  he 
ordinarily  bought  his  principal  stock  at  the  beginning  of  the  season. 
This  stock  usually  amounted  to  about  one-half  his  total  orders.  Small 
replacement  orders  were  then  sent  in  every  week  or  two. 

Mr.  Sanford  felt  that  sales  constituted  the  major  long-run  problem  of 
the  business.  He  said  that,  although  the  demand  for  men's  shoes  did  not 
vary  greatly,  there  had  been  a  long-time  trend  toward  more  frequent 
purchase  of  less  expensive  shoes,  with  greater  attention  to  style  changes, 
particularly  in  the  area  of  sports  shoes.  He  stated,  furthermore,  that  a 
shopping  trend  favoring  large  cities  had  followed  the  development  of 
the  automobile  and  the  construction  of  good  roads.  The  sales  of  shoes  by 
chain  stores,  large  retail  stores,  department  stores,  and  other  large  buyers 
reduced  the  dependence  upon  wholesalers,  who  were  used  to  reach  small 
towns  with  a  full  line  of  men's,  women's,  and  children's  shoes.  Simul- 
taneously, competition  had  been  growing  in  the  Middle  and  Far  West. 
Shortly  after  the  end  of  World  War  I,  the  farmers  were  in  a  very  bad 
situation  and  did  not  have  funds  to  buy  shoes  at  the  prevailing  prices  of 
$15  to  $18.  To  meet  this  situation,  he  said,  Middle  Western  wholesalers 
sought  unsuccessfully  in  the  East,  with  its  quality  production  by  skilled 
union  labor,  for  a  $5.00  shoe.  Out  of  this  demand,  combined  with  the 
growth  of  direct  manufacturer-to-retailer  sales,  the  Middle  Western 
shoe  manufacturing  industry  arose  and  centered  about  St.  Louis.1 

1  See  Appendix  A,  on  page  448. 
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Manufacturers  with  factories  or  warehouses  in  the  Middle  or  Far 
West  could  fill  a  retailer's  order  from  that  area  within  a  day  or  two. 
For  an  order  to  reach  the  East  Coast  and  be  filled,  however,  took  from 
two  to  three  weeks.  Since  retail  stores  carried  small  inventories,  delivery 
time  was  an  important  factor  in  selecting  a  line  of  shoes.  Mr.  Sanford 
was  trying  to  overcome  this  difficulty7  by  building  a  distribution  system 
using  wholesalers  in  centers  such  as  Chicago,  Dallas,  and  San  Francisco. 
From  time  to  time  the  company  received  orders  for  which  it  could  sup- 
ply perhaps  two-thirds  of  the  required  materials  from  its  stock  on  hand, 
while  it  might  have  to  wait  for  the  additional  materials  needed.  If  the 
customer  did  not  want  delivery  for  sixty  days,  the  company  would  wait 
until  the  additional  leather  was  obtained  before  making  up  the  shoes. 
But,  generally,  as  much  of  the  order  as  possible  would  be  made  up  from 
stocks  on  hand,  the  balance  being  completed  later. 

The  company  did  not  have  the  financial  ability  to  establish  warehouse 
facilities  of  its  own  in  such  places;  but,  even  if  it  had,  Mr.  Sanford  would 
still  have  preferred  to  use  wholesalers.  The  small  stores  in  those  areas 
presented  a  difficult  credit  problem;  and  he  believed,  furthermore,  that 
the  man  placed  in  charge  of  such  a  branch  warehouse  would  not  have 
the  incentive  of  a  wholesaler  to  push  sales.  Obtaining  warehouse  facili- 
ties would  also  be  expensive  because  of  the  comparatively  limited  mar- 
ket for  the  Deering  brand.  A  wholesaler,  on  the  other  hand,  could  take 
the  Deering  line  for  the  men's  high-grade  shoe  market  and  also  carry 
other  lines  for  men's  cheaper  shoes,  for  women's  shoes,  and  for  chil- 
dren's shoes. 

Mr.  Sanford  was  annually  selling  about  $140,000  of  shoes  to  a  New 
York  City  wholesaler  who  resold  them  under  a  private  brand  at  $7.00 
to  $7.50  through  eleven  controlled  retail  stores.  The  shoes,  made  to  the 
wholesaler's  specifications,  were  slightly  higher  in  quality  than  the  cor- 
responding Deering  shoe  and  were  sold  to  him  at  from  10%  to  15% 
less  than  the  usual  wholesale  price. 

Negotiations  were  also  being  carried  on  with  a  wholesaler  in  Chicago 
who  had  forty  or  fifty  customers  to  whom  he  could  sell  the  Deering 
brand.  Mr.  Sanford  planned  to  give  him  complete  freedom  in  the  se- 
lection of  dealers.  Since  there  was  a  negligible  amount  of  Deering 
business  in  that  city  and  very  little  in  that  whole  territory,  Mr.  Sanford 
saw  no  conflict  likely  to  result  from  such  an  action. 

ARMY  ORDERS 

Military  demands  were  giving  a  substantial  impetus  to  shoe  manu- 
facture in  1941,  and  a  higher  level  of  production  was  expected  to  con- 
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tinue  even  after  completion  of  the  initial  task  of  outfitting  the  Army 
and  Navy.  This  expectation  was  based  on  a  report  that  the  average  num- 
ber of  shoes  worn  out  each  year  by  men  in  military  service  was  about 
five  pairs,  as  compared  with  men's  civilian  consumption  of  about  two 
pairs  a  year.  Two  pairs  of  service  shoes  and  one  pair  of  oxfords  were 
issued  to  each  soldier.  Companies  manufacturing  men's  cheap  shoes  and 
men's  work  shoes  had  gone  heavily  into  manufacture  of  Army  service 
shoes  and  garrison  oxfords.  The  manufacturers  of  very  high-grade  shoes, 
the  leather  for  which  was  cut  by  hand,  had  shown  little  interest  in  Army 
work  because  that  production  involved  machine  cutting.  The  Deering 
Shoe  Company  and  other  companies  that  were  in  the  lower  price  range 
of  men's  high-grade  shoes,  and  which  typically  used  both  hand  and  ma- 
chine cutters,  had  for  the  most  part  taken  small  orders  on  some  specialty 
items,  but  had  done  little  work  on  other  Army  shoes  until  the  garrison 
oxford  was  sought  by  the  Army.  The  service  shoe  was  considered  to  be 
too  low  in  quality  for  their  labor  and  equipment.  The  garrison  oxford, 
however,  was  more  nearly  adapted  to  their  facilities. 

Other  local  manufacturers  of  men's  high-grade  shoes  indicated  rela- 
tively little  interest  in  the  garrison  oxford  in  the  summer  of  1941.  Mr. 
Sanford  saw  in  their  production,  however,  an  opportunity  to  put  the 
Deering  Shoe  Company  back  on  a  profitable  basis  and  to  improve  the 
company's  position  in  the  industry.  The  company  had  not  fared  as  well 
as  its  competitors  generally  since  1929.  Mr.  Sanford  was  willing  and 
even  eager,  therefore,  to  manufacture  the  garrison  oxford.  In  seeking 
Army  orders,  he  was  thinking  primarily  in  terms  of  using  idle  capacity. 
Because  the  garrison  oxford  was  an  innovation,  it  was  not  known  how 
often  orders  would  be  given  or  even  whether  the  shoe  would  be  kept  as 
a  regular  supply  item.  At  best,  orders  were  apt  to  be  irregular.  Orders  for 
service  shoes,  on  the  other  hand,  appeared  every  month.  Mr.  Sanford 
did  not  intend  that  Army  orders  should  be  allowed  to  crowd  civilian 
business,  but  he  was  not  sure  that  he  could  maintain  this  objective. 

On  August  18,  1941,  the  Army  had  sent  invitations  to  shoe  manu- 
facturers to  bid  on  a  large  quantity  of  the  garrison  oxfords,  a  tan,  low- 
quarter  shoe.  Bids  were  to  be  for  lots  of  not  less  than  25,000  pairs.  Lasts 
were  to  be  supplied  to  the  companies  by  the  Army  early  in  November. 
Of  the  amount  bid  for,  30%  was  to  be  shipped  within  thirty  days  from 
receipt  of  the  lasts,  35  rc  during  the  next  thirty  days,  and  the  remainder 
during  the  following  thirty  days.  After  Mr.  Sanford  had  calculated  the 
quantity  he  thought  the  company  could  make  comfortably  in  the  three 
months  of  November,  December,  and  January,  in  addition  to  his  civilian 
business,  the  Deering  Shoe  Company  offered  to  make  50,000  pairs  at 
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$3,225  a  pair.  The  bid  price  was  obtained  by  adding  to  direct  costs  20 
cents  for  overhead  and  3  %  for  profit.  Direct  costs  were  estimated  from 
experience  with  the  company's  cheapest  shoe,  which  was  only  slightly 
better  in  quality  than  the  garrison  oxford,  and  also  by  making  up  several 
sample  pairs.  It  was  not  thought  necessary  to  make  up  a  full  production 
run. 

The  Army  announced  on  September  8  that  all  bids  up  to  and  in- 
cluding $3.25  had  been  accepted  and  that  a  clause  permitting  a  25% 
increase  in  volume  at  the  bid  price  had  been  invoked  on  all  successful 
bidders.  An  additional  thirty  days  was  allowed  for  delivery.  Even  then, 
the  Army  had  not  obtained  as  many  shoes  as  it  desired,  and  it  therefore 
asked  the  shoe  companies  if  they  would  make  still  more  at  $3.15,  the 
average  price  of  accepted  bids.  The  Deering  Shoe  Company  agreed  to 
manufacture  12,500  additional  pairs  at  that  price,  so  that  it  actually 
committed  itself  to  the  production  of  75,000  pairs  before  negotiations 
ended. 

Operations  had  to  be  expanded  rapidly  and  substantially,  therefore. 
In  November,  1940,  the  plant,  operating  26  hours  a  week  with  a  force 
of  210  workers,  was  making  1,000  pairs  a  day.  By  November,  1941, 
the  company  had  245  plant  employees  working  42  hours  a  week  and 
producing  2,000  pairs  a  day.  If  all  rented  and  idle  space  were  used  and 
the  necessary  machinery  and  labor  were  obtainable,  Mr.  Sanford  thought 
production  could  be  raised  to  3,500  pairs  a  day.  Late  in  the  fall,  the 
division  of  production  between  government  and  civilian  business  was 
about  equal.  If  the  company  concentrated  on  the  production  of  garrison 
oxfords,  it  could  manufacture  twice  as  many  government  shoes  as  civil- 
ian shoes  because  of  the  greater  ease  of  handling  the  garrison  shoe.  Mr. 
Sanford  would  have  preferred  to  see  the  government  business  at  about 
30%  rather  than  50%,  believing  that  it  would  be  difficult  to  obtain 
enough  more  civilian  business  to  make  up  for  the  future  loss  of  Army 
orders. 

By  careful  attention  to  bidding,  Mr.  Sanford  hoped  to  hold  down  ex- 
cessive government  work,  but  he  realized  that  the  Army  eventually 
might  tell  him  how  much  to  produce  and  not  leave  him  any  choice. 
Pressure  was  already  being  brought  to  bear  on  tanneries  to  produce 
those  grades  of  leather  necessary  for  Army  shoes.  He  did  not  think  that 
such  a  contingency  would  result  in  permanent  injury  to  his  sales  outlets. 
If  forced  to  take  more  Army  shoes  than  he  could  manufacture  without 
reducing  his  civilian  business,  he  believed  that  other  manufacturers 
would  probably  be  treated  similarly,  so  that  there  would  be  no  alterna- 
tive producers  to  whom  his  customers  could  shift  to  obtain  shoes.  His 
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plan  for  immediate  action  was  to  hold  his  old  customers  and  to  obtain 
as  many  new  ones  as  he  thought  would  become  permanent. 

The  postwar  situation  also  worried  Mr.  Sanford,  but  there  were  so 
many  different  directions  in  which  developments  might  go  that  he  did 
not  believe  there  was  much  one  could  do  except  "keep  a  weather  eye 
open."  He  felt  that  it  was  hard  enough  to  see  three  or  four  months  ahead 
without  trying  to  predict  the  type  of  economy  that  might  come  at  the 
end  of  the  war. 

Inasmuch  as  the  garrison  oxford  was  lower  in  quality  than  the  com- 
pany's normal  line,  workers  had  to  be  trained  to  the  new  type  of  less 
careful  work.  Because  of  the  larger-scale  production  technique  involved 
and  the  shorter  time  of  manufacture  resulting  from  the  fewer  operations 
and  lower  quality  of  workmanship,  the  normal  rate  of  operation  should 
have  been  considerably  faster  on  the  garrison  oxfords.  Workers,  how- 
ever, maintained  about  the  speed  to  which  they  had  been  accustomed 
on  higher-grade  shoes.  To  induce  a  rate  of  operation  appropriate  to  the 
greater  ease  with  which  the  garrison  oxford  could  be  made,  scheduling 
was  arranged  so  as  to  build  up  inventories  behind  each  worker.  This 
backlog  began  in  the  cutting  room  and  gradually  worked  through  the 
other  departments.  The  plan  was  not  successful,  however;  and  three 
months  elapsed  before  the  workers  reached  the  faster  speed,  a  period 
three  or  four  weeks  longer  than  had  been  anticipated. 

An  eight-hour  day  and  a  forty-hour  week,  Monday  through  Friday, 
was  established  with  no  overtime  permitted  except  in  case  of  an  emer- 
gency condition  agreed  to  by  the  union.  To  keep  up  with  its  orders,  the 
Deering  Shoe  Company  had  operated  overtime  occasionally,  usually 
by  working  a  4/2  hour  Saturday  morning.  Mr.  Sanford  reported  that 
these  Saturday  morning  work  sessions  were  very  successful  in  catching 
up  on  backlogs  because  the  workers  turned  out  more  than  they  ordi- 
narily did  in  that  time  on  other  days. 

Estimates  on  the  Army  order  had  assumed  a  production  rate  of  1,800 
pairs  a  day.  Some  delay  had  been  encountered  in  obtaining  equipment, 
in  finding  additional  labor,  and  in  training  labor  to  faster  work.  More 
serious  had  been  an  error  in  the  pattern  specified  by  the  Army.  In  mak- 
ing up  its  samples  the  Army  had  run  only  30  or  40  shoes  instead  of 
making  a  production  run  of  2,000  or  3,000  pairs.  Difficulties  commonly 
arose  in  mass  production  which  did  not  show  up  in  small  runs.  In  this 
instance,  most  of  the  factories  making  the  garrison  oxford  found  that 
in  about  one  out  of  twelve  shoes  the  inner  lining  of  the  quarter  devel- 
oped a  wrinkle  as  a  result  of  the  improperly  designed  pattern.  Since  the 
Army  made  the  error,  such  shoes  were  not  rejected  by  the  Army  in- 
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spector.  The  companies  were  permitted  to  restitch  the  quarter  in  order 
to  hold  down  the  wrinkles.  As  a  result  of  these  factors,  output  for  a  long 
while  was  only  1,100  to  1,200  pairs  a  day. 

Orders  produced  for  the  Army  were  thoroughly  inspected.  Army  in- 
spectors from  time  to  time  checked  on  raw  materials  used.  Shoes  in 
production  were  subjected  to  sample  examinations  by  the  foremen  of 
the  various  production  rooms,  with  a  final  inspection  made  of  every 
pair  of  shoes  by  a  government  inspector  assigned  to  the  plant  on  a  full- 
time  basis.  Rejections  on  finished  shoes  by  the  permanent  inspector  were 
very  small,  and  only  12  of  the  first  6,000  garrison  oxfords  completed 
were  not  accepted. 

Also,  in  connection  with  the  Army  order,  the  company  had  been  un- 
prepared for  one  of  the  requirements  made  by  the  Army  after  the  con- 
tract had  been  signed.  The  Army  specified,  although  no  mention  had 
been  made  of  it  before,  that  shipments  should  be  made  only  in  carload 
lots,  about  7,200  pairs  of  shoes.  This  delayed  payment  for  the  shoes, 
since  payment  was  due  thirty  days  from  the  date  of  the  invoice,  and  the 
invoice  was  made  up  at  the  time  of  shipment.  The  company's  available 
storage  space  at  the  loading  platform  was  sufficient,  with  some  crowding, 
to  handle  the  accumulating  inventory  until  a  carload  had  been  prepared. 
When  Mr.  Sanford  investigated  the  possibility  of  co-operating  with 
other  local  shoe  manufacturers  to  make  up  combination  carload  lots  and 
obtain  greater  frequency  of  shipment  and  less  delay  in  payment,  he  was 
informed  that  Interstate  Commerce  Commission  regulations  prevented 
such  action. 

Whenever  production  piled  up  at  some  point  in  the  factory  so  that 
shipments  were  stopped  or  delayed,  the  investment  in  inventory  im- 
mediately rose.  Because  the  Deering  Shoe  Company  operated  with  a 
small  working  capital,  borrowing  then  became  necessary.  In  the  fall  of 
1941  the  company  had  already  borrowed  from  its  local  bank  its  full 
line  of  credit,  amounting  to  $28,500.  Further  funds,  amounting  to 
about  $40,000  in  November,  were  obtained  from  the  company's  factor, 
which  permitted  the  company  to  draw  more  than  90%  of  sales,  even 
though  such  overdrafts  were  beyond  the  terms  of  the  factoring  agree- 
ment. The  company  was  overdrawn  with  the  factor  about  half  the  time. 

LABOR  CONDSTIONS 

The  locality  of  the  company's  factory  was  strongly  unionized.2  Rela- 
tions between  companies  and  the  union  were  handled  under  a  verbal 

2  See  Appendix  B. 
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agreement  between  an  association  of  manufacturers  and  the  union.  A 
worker,  when  hired,  had  to  be  designated  as  permanent  or  temporary. 
If  a  worker  was  employed  for  a  seasonal  peak  need,  he  could  be  dis- 
charged when  the  need  was  over.  For  those  workers  who  were  on  a 
permanent  basis,  however,  the  company  was  obligated  to  maintain  em- 
ployment, even  when  there  was  insufficient  production  to  require  them 
all.  Work  was  shared  among  the  employees  on  a  part-time  basis,  which, 
of  course,  reduced  earnings.  This  practice  had  kept  some  unneeded 
workers  with  the  Deering  Shoe  Company  for  from  two  to  seven  years. 
The  workers  that  stayed  were  usually  the  older  ones  who  did  not  have 
the  courage  to  leave.  Younger  men,  when  their  earnings  fell  off,  looked 
for  work  elsewhere.  The  danger  faced  in  leaving  was  that  at  a  new  plant 
the  worker  might  be  hired  on  a  seasonal  basis  and  be  let  go  after  the 
peak  period  was  over.  Sometimes,  dissatisfaction  with  the  system  created 
bad  morale.  Out  of  half  a  dozen  workers  sharing  work,  there  might  be 
one  or  two  who  were  against  the  sharing  system  but  who  did  not  dare 
to  talk  out  against  it  openly.  They  usually  were  the  better  workers,  who 
felt  the  poorer  ones  should  be  let  go. 

At  the  time  of  the  reorganization  the  union  had  required  that  work 
be  staggered  on  some  jobs;  but,  for  the  most  part,  it  permitted  the  com- 
pany to  lay  off  workers  when  machines  were  removed.  There  was  an- 
other exception  to  the  restriction  on  laying  off  permanent  workers.  If  a 
worker  was  assured  of  getting  a  job  elsewhere,  because  of  an  existing 
market  demand  for  such  workers,  he  could  be  released.  Most  of  the 
time,  however,  when  a  worker  was  assured  of  a  job  elsewhere,  he  was 
needed  by  the  company.  Near  the  end  of  1941,  such  a  situation  existed. 

Wages  were  paid  by  time  rates  or  piece  rates,  according  to  the  type 
of  operation  performed.  Most  operations  were  paid  by  piece  rates,  but 
there  was  some  time-rate  work  in  all  the  production  rooms.  Hand  cut- 
ting, for  example,  was  paid  on  a  time  rate,  whereas  die  cutting  was  paid 
on  piece  rates.  Approximate  weekly  wages  in  the  Deering  Shoe  Com- 
pany were  as  follows: 

Wages  on  skilled  labor  (such  as  cutting,  pulling- 
over  in  lasting,  welting,  rounding,  stitching, 
and  heeling)  $40  to  $50 

Wages  on  semiskilled  labor  (such  as  vamping, 

treeing,  leveling,  and  lasting)  $25  to  $35 

Wages  on  unskilled  labor  (such  as  cementing  and 

turning  channels)  $18  to  $22 

Some  of  the  older  men  might  be  getting  much  less  than  the  indicated 
amounts  because  of  their  age,  which  prevented  them  from  turning  out 
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a  sufficient  volume  of  production  to  meet  the  output  of  younger  men. 

Shoe  companies  in  the  district  of  the  Deering  company  were  at  a 
disadvantage  with  regard  to  payment  for  overtime,  Mr.  Sanford  said. 
The  eight-hour  day  rule,  effective  in  that  part  of  Massachusetts,  was 
not  customary  in  the  industry.  Companies  in  other  localities  were  able 
to  work  longer  days  in  weeks  containing  a  holiday,  without  paying 
overtime,  so  long  as  they  kept  within  a  forty-hour  week.  Local  com- 
panies were  further  restricted  by  an  overtime  rate  of  time  and  a  half, 
while  much  of  the  industry  paid  only  time  and  a  third.  In  the  spring 
of  1941  the  union  obtained  a  10%  increase  of  all  wages.  By  autumn 
it  was  seeking  10%  more.  Local  manufacturers  asserted  that,  if,  in 
addition  to  their  other  handicaps,  as  large  a  wage  increase  as  this  request 
were  given,  they  might  be  excluded  from  future  government  orders  be- 
cause their  bids  would  be  out  of  line  with  those  from  companies  outside 
the  highly  unionized  districts.  Such  companies,  known  as  "country" 
factories,  had  a  lower  wage  differential  amounting  to  as  much  as  15 
or  20  cents  a  pair  of  shoes  in  some  instances.  Since  typically  they  pro- 
duced a  cheaper  shoe  and  manufactured  in  larger  volume  than  the  "city" 
factories,  such  as  the  Deering  Shoe  Company,  they  had  a  competitive 
advantage  for  the  Army  shoes  even  before  wages  were  taken  into  ac- 
count. 

Employees  had  tended  to  become  rather  "cocky,"  Mr.  Sanford  said. 
They  felt  that  they  could  get  a  good  job  whenever  they  wished,  and  left 
quite  readily  upon  rumors  of  higher  wages  at  neighboring  military 
camps  and  defense  projects.  While  he  did  not  blame  them  for  this 
feeling,  inasmuch  as  it  was  found  all  over  the  country,  it,  nevertheless, 
made  the  job  of  control  much  more  difficult.  Workers  were  in  such 
demand  that,  for  the  most  part,  only  unskilled  workers  were  available. 
This  ability  to  get  jobs  elsewhere  had  made  the  employees  feel  rather 
independent,  with  the  result  that  carelessness  was  evident.  On  civilian 
shoes,  rejects  amounted  to  about  one-half  of  1%,  caused  mostly  by 
carelessness  of  employees.  Rejects  were  somewhat  higher  than  usual; 
but,  for  the  most  part,  the  effect  was  felt  in  small  ways,  such  as  in  slightly 
coarser  stitching  than  was  called  for  and  in  not  completing  an  operation 
fully  and  carefully.  It  was  not  easy  to  discipline  employees  to  careful 
work  in  such  instances  because  the  defect  could  usually  be  repaired  and 
was  not  quite  flagrant  enough  to  call  for  other  action  than  speaking  to 
the  worker. 

The  company  had  never  given  vacations.  Free  time  had  always  been 
available  to  the  workers  through  slack  periods  in  early  summer  and 
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early  winter.  Mr.  Sanford  thought  that  he  would  probably  follow  the 
practice,  used  at  some  other  factories,  of  closing  for  a  week  around  the 
Fourth  of  July  and  for  a  week  around  Christmas.  Such  an  arrangement 
would  enable  the  company  to  overhaul  equipment  each  six  months. 

The  problem  of  training  new  labor  was  important  arid  difficult.  There 
was  a  union  provision  for  training  apprentices  at  a  reduced  rate  of  pay, 
but  this  provision  had  not  been  invoked  to  date  because  no  company 
was  permitted  to  use  it  until  all  union  members  were  fully  employed. 
Most  of  the  company's  employees  had  been  with  it  for  many  years;  and 
young  men,  who  might  replace  them,  were  not  being  attracted  to  the 
shoe  industry,  even  at  regular  wages.  Although  the  Deering  Shoe  Com- 
pany tried  to  be  selective  in  its  choice  of  young  men,  it  could  not  hope, 
with  its  beginning  wage  of  about  $18  a  week,  to  compete  with  many 
other  available  jobs  paying  much  more.  Labor  turnover  before  1941 
had  been  slight  but  had  increased  with  the  defense  activity. 

PRODUCTION3 

When  Mr.  Sanford  had  been  promoted  to  the  presidency,  a  new 
superintendent  was  engaged  to  fill  his  former  position.  Although  ex- 
perienced as  a  superintendent  in  two  factories  and  later  as  an  advisory 
engineer  in  shoe  production,  he  showed  no  ability  to  plan  production, 
to  co-ordinate  the  work  of  the  departments,  or  to  manage  the  work 
force.  His  performance  was  so  unsatisfactory  that  he  was  dismissed. 

His  successor,  the  superintendent  in  1941,  was  Mr.  Westbrook,  a 
man  about  fifty  years  of  age,  who  had  started  work  in  the  order  depart- 
ment of  the  company  as  a  boy.  The  superintendent  of  the  factory  at 
that  time  had  been  pleased  with  Mr.  Westbrook's  work  and  made  him 
his  right-hand  man.  Several  years  later  the  superintendent  had  an  op- 
portunity to  go  into  business  with  another  man,  who  was  starting  a  new 
shoe  manufacturing  company,  and  he  took  Mr.  Westbrook  with  him. 
At  the  new  company  Mr.  Westbrook  was  in  charge  of  the  office  and 
acted  as  cost  estimator,  while  the  former  superintendent  handled  pro- 
duction. When  the  latter's  health  failed,  Mr.  Westbrook  was  made 
superintendent.  Eventually  he  worked  into  the  sales  function  and  even 
supervised  some  retail  stores  owned  by  the  company.  Unfortunately, 
he  did  not  get  along  well  with  his  employer,  the  former  superintendent's 
partner,  who  was  also  disliked  by  many  other  persons  in  the  shoe  manu- 
facturing trade.  When  Mr.  Westbrook  decided  to  leave  that  company 
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early  in  1941,  he  was  brought  back  to  the  Deering  Shoe  Company  as 
plant  superintendent. 

Because  of  Mr.  Westbrook's  unusual  background  in  both  sales  and 
production,  Mr.  Sanford  considered  him  a  very  valuable  man  and  one 
who  could  not  be  duplicated.  Matters  of  production  policy  were  de- 
cided in  discussions  between  Mr.  Sanford  and  Mr.  Westbrook.  Mr. 
Westbrook  was  responsible  for  carrying  out  the  policies,  however,  and 
could  make  all  other  decisions  regarding  production  on  his  own  re- 
sponsibility. Under  Mr.  Westbrook  were  the  seven  foremen  of  the 
production  rooms:  the  cutting  room,  the  stitching  room,  the  sole  leather 
room,  the  lasting  room,  the  making  room,  the  finishing  room,  and  the 
treeing,  dressing,  and  packing  room.  These  foremen  scheduled  pro- 
duction in  their  departments,  allocated  the  work  among  the  workers, 
supervised  the  workers,  inspected  the  output  from  time  to  time,  and 
were  responsible  for  keeping  costs  down  and  production  up.  The  pres- 
sure of  expanded  production  in  1941  had  increased  the  problems  of 
the  foremen.  Mr.  Westbrook  had  found  it  necessary  to  spend  much  of 
his  time  working  with  them  in  organizing  their  departments  and  sched- 
uling production  to  fit  in  with  facilities,  so  as  to  avoid  piling  up  work 
along  the  flow  of  production,  to  achieve  maximum  utilization  of  equip- 
ment and  labor  force,  and  otherwise  to  keep  costs  at  a  minimum. 

Foremen  were  selected  by  Mr.  Westbrook  and  Mr.  Sanford  together. 
Since  the  company  was  too  small  to  employ  the  device  of  assistant  fore- 
men for  training,  foremen  had  to  be  taken  either  from  the  labor  force 
or  from  outside.  Three  of  the  foremen  had  been  promoted  from  the 
ranks.  The  others  were  brought  in  with  previous  experience  as  foremen 
or  as  top  workers  in  other  companies.  Selection  from  the  ranks  was  made 
when  a  worker  seemed  to  have  the  ability  and  mentality  to  do  the  job.  If 
none  was  thought  capable,  the  company  looked  outside.  The  foreman 
of  the  treeing  and  dressing  department,  for  example,  had  been  a  top 
worker  in  another  plant.  He  started  near  the  beginning  of  1941,  and 
the  superintendent  had  worked  with  him  for  a  while  until  he  was  able 
to  take  over  on  his  own  responsibility.  His  production  was  completed 
on  time,  and  his  costs  were  kept  well  in  line. 

Another  foreman  had  been  a  good  cutter  and  inspector  and  had  per- 
formed well  as  foreman  while  the  work  was  simple;  but  when  business 
picked  up  and  the  task  of  scheduling  had  required  real  ability,  he  had 
failed  to  keep  his  records  straight  and  could  not  seem  to  get  on  top  of 
his  expanded  and  more  complex  job.  His  principal  problem  was  the 
co-ordination  of  hand  and  machine  cutting.  While  dies  with  stamping 
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machines  were  used  for  the  more  common  styles,  it  was  not  possible  to 
use  them  on  all  types  of  work,  therefore  some  of  the  cutting  was  done 
by  skilled  hand  cutters.  To  be  in  balance,  production  had  to  be  some- 
where near  a  three-to-one  ratio  of  machine  to  hand  work.  Consequently, 
if  orders  received  in  any  day  called  for  equal  amounts  of  hand  and  ma- 
chine cutting,  the  foreman  had  to  be  able  to  schedule  production  to  fit 
the  facilities  by  shifting  work  ahead  or  behind  or  getting  a  few  more 
dies,  if  warranted,  to  avoid  overworking  the  hand  cutters  while  the 
machine  cutters  were  not  busy. 

The  stitching  room  foreman,  who  had  previously  been  a  machinist 
with  the  company  for  ten  or  fifteen  years,  had  held  the  position  of  fore- 
man for  four  or  five  years.  Until  1941  he  had  done  a  good  job;  but 
under  stress  conditions  of  scarce  labor  supply  and  machinery  when 
greater  production  volume  was  required,  he  also  had  shown  inability  to 
maintain  an  even  flow  of  work.  As  the  facilities  in  his  department  might 
produce  fifty  dozen  pairs  a  day  of  simple  stitching  work  but  only  twenty 
dozen  pairs  of  fancy  work,  it  was  necessary  to  adjust  the  amount  of 
fitting  and  assembling  work  to  the  available  machines  and  labor  with- 
out delaying  any  items  for  indefinite  periods.  This  foreman's  department 
got  into  such  difficulty  that  he  wanted  to  quit,  but  Mr.  Sanford  and 
Mr.  Westbrook  persuaded  him  to  continue.  Mr.  Westbrook  thereafter 
worked  closely  with  him,  and  toward  the  end  of  November  his  work 
had  improved  distinctly;  he  was  able  to  get  along  with  less  help,  while 
still  maintaining  production  and  keeping  costs  in  hand. 

COSTING 

The  cost  estimator,  a  man  in  his  late  forties,  had  been  with  the  com- 
pany only  two  months.  After  fifteen  years  as  a  bookkeeper  and  cost 
estimator  in  another  shoe  manufacturing  company,  he  had  left  to  work 
as  a  bookkeeper  for  an  automobile  agency.  Subsequently,  he  worked 
for  a  liquor  distributor  and  for  another  automobile  agency.  He  came 
from  the  latter  employment  to  his  position  as  cost  estimator  for  the 
Deering  Shoe  Company  when  his  predecessor,  who  had  family  con- 
nections with  another  shoe  company,  had  left  to  take  over  its  cost  work. 

Most  of  the  company's  shoes  were  made  on  order.  When  an  order 
came  to  Mr.  Thornton,  he  checked  with  the  company's  factor  to  see 
that  the  credit  was  satisfactory.  He  then  made  out  a  form  showing  the 
number  of  shoes  ordered,  the  necessary  sizes,  types  of  leather,  lasts, 
patterns,  finishes,  and  other  data  required  for  manufacture.  From  this 
sheet,  stenographers  made  up  large  tags  which  listed  for  each  of  the 
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production  rooms  the  information  needed  by  it.  A  carbon  copy  of  these 
tags  went  to  the  cost  estimator.  Other  tags,  consisting  of  a  series  of  cou- 
pons for  each  operation,  were  also  made  up,  so  that  workers  on  piece 
rates  could  cut  off  their  coupons  when  they  finished  their  part  of  the 
work  on  the  shoes.  These  coupons  were  then  sent  to  the  office  for  use 
in  making  up  the  payroll.  They  also  served  to  show  where  any  lot  of 
shoes  could  be  found  in  the  plant. 

Cost  control  was  so  important  in  shoe  manufacturing  that  the  cost 
estimator  was  fully  occupied  with  his  job  of  estimating  and  checking 
costs.  The  work  he  was  doing  during  one  week  in  November  may  be 
taken  as  fairly  typical  of  the  way  in  which  his  time  was  utilized.  From 
carbon  copies  of  the  tags  sent  to  the  production  rooms  telling  what  was 
to  be  made,  he  calculated  a  cost  allowance  for  the  amount  of  the  particu- 
lar grade  and  type  of  leather  specified.  Labor  costs  for  each  job  were 
estimated,  and  average  total  costs  for  each  of  the  production  rooms  for 
the  week  were  drawn  up.  He  compared  actual  costs,  as  indicated  by 
payroll,  by  the  quantities  of  material  used,  and  by  other  direct  costs, 
with  the  estimates  of  what  cost  should  have  been.  Any  serious  discrep- 
ancies were  investigated  to  discover  the  cause  of  divergence.  For  ex- 
ample, the  quantity  of  leather  used  that  week  in  the  cutting  room  had 
exceeded  the  amount  anticipated.  This  raised  leather  costs  above  allow- 
ances, and  the  estimator  had  notified  the  cutting  room  foreman  that  costs 
had  been  too  high.  A  good  foreman  could  save  several  cents  on  a  pair 
of  shoes  in  the  cutting  of  the  uppers  alone. 

In  this  week,  also,  the  cost  estimator  had  been  given  data  on  over- 
head costs,  such  as  insurance,  taxes,  and  the  like.  In  separate  cost  books 
kept  for  the  Army  shoes  and  for  the  civilian  shoes,  he  recorded  for  each 
order  the  labor  and  material  costs  as  they  were  incurred.  Part  of  his 
time  currently  was  being  used  in  adjusting  his  entries  so  that  the  records 
would  also  include  these  overhead  costs.  Another  of  his  jobs  was  estimat- 
ing the  cost  of  changes  requested  by  retailers  from  the  sample  lines  made 
up  at  the  beginning  of  the  major  seasons.  Prices  quoted  by  salesmen  on 
shoes  involving  changes  in  construction  were  confirmed  only  after  they 
appeared  reasonable  in  the  light  of  a  detailed  examination  of  the  differ- 
ences in  manufacture  that  would  result.  The  cost  man  estimated  the 
additional  direct  expenses,  such  as  labor  and  materials,  and  added  that 
amount  to  the  quoted  price  of  the  sample. 

The  cost  estimator  had  found  carelessness  from  time  to  time  in  the 
office  similar  to  that  experienced  in  the  factory.  Whenever  such  situa- 
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tions  occurred,  he  called  them  to  the  attention  of  the  person  responsible. 
Occasionally,  when  a  girl  made  out  a  tag  at  night,  she  did  not  note 
clearly  where  she  had  finished,  thereby  duplicating  the  production  order. 
In  another  instance,  the  cost  estimator  in  his  customary  check  discovered 
that,  on  an  order  for  about  6,000  pairs,  the  reports  indicated  that  the 
cutter  had  cut  78  more  pairs  than  the  top  allowance  of  an  extra  15  to 
compensate  for  any  "cripples"  or  defective  shoes.  The  estimator  believed 
that  an  error  had  been  made  by  the  clerical  staff.  During  the  course  of 
the  cutting  of  this  order,  it  had  been  decided  to  change  the  quality  of  the 
leather  used,  and  he  thought  that  probably  78  had  been  cut  before  the 
change  was  decided  upon.  In  changing  over,  the  78  may  not  have  been 
taken  into  account  in  making  out  the  new  directions  for  production,  so 
that  the  cutter  received  sufficient  leather  for  the  entire  job  after  the  origi- 
nal 78  had  been  cut. 

Further  difficulties  arose  from  the  fact  that,  in  order  to  permit  the 
separate  recording  of  Army  and  civilian  business,  all  work  reports  sent 
to  the  office  from  the  production  rooms  were  supposed  to  designate 
whether  the  work  was  on  Army  or  civilian  shoes.  Frequently,  however, 
this  or  other  information  was  omitted;  and  in  such  cases,  the  estimator 
returned  the  reports  immediately  to  be  filled  out  properly.  The  cost 
estimator  agreed  with  Mr.  Sanford  that  the  workers  in  1941  cared  less 
about  their  work  than  they  had  several  years  before.  He  thought,  that, 
by  constantly  demanding  efficient  work  and  by  requiring  that  mistakes  or 
careless  omissions  be  corrected  at  once,  the  situation  would  improve  . 

Costs  were  estimated  on  a  six-month  basis  for  a  seasonal  check,  as  well 
as  on  a  day-to-day  and  week-to-week  basis  for  a  current  check.  Estimates 
of  the  volume  of  shoes  that  would  be  produced  and  of  the  expenses  that 
would  be  incurred  for  each  half-year  were  made  by  the  company  execu- 
tives. In  1940  the  company  lost  $8,000  on  labor  and  $4,000  on  upper 
leather,  as  compared  with  the  estimates.  Mr.  Sanford  believed  that  these 
"losses"  were  due  to  poor  management  rather  than  to  unforeseen  changes 
in  costs.  On  labor,  he  thought  the  loss  came  from  a  failure  to  arrange 
work  so  that  day-rate  employees  were  occupied  for  the  full  day.  On 
leather,  he  believed  that  too  much  area  had  been  thrown  out  because 
sufficiently  careful  cutting  had  not  been  required.  Estimates  derived  from 
the  company's  own  experience  and  from  surveys  of  cutting  gave  reason- 
ably accurate  figures  on  what  should  be  done.  He  also  surmised  that  the 
leather  bought  might  not  have  been  the  best  for  the  particular  needs, 
for  in  purchasing  leather  one  had  to  compare  the  proportion  of  usable 
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area  with  the  price.  He  hoped  to  correct  the  situation  by  better  planning 
and  scheduling  and  by  more  careful  buying. 

PURCHAS9NG 

Purchasing  was  principally  in  the  hands  of  Mr.  Westbrook  in  1941. 
Major  policy  matters,  such  as  the  sources  from  which  leather  should  be 
bought  or  the  advisability  of  taking  an  inventory  position  in  leather 
because  of  market  conditions,  were  settled  in  discussions  between  Mr. 
Westbrook  and  Mr.  Sanford.  Mr.  Westbrook  did  the  actual  purchasing, 
selecting  the  leather  and  placing  current  orders  to  provide  for  the  neces- 
sary production  needs. 

Leather  needs,  in  part,  were  bought  ahead.  On  the  basis  of  past  ex- 
perience and  estimated  production  of  shoes  from  calf  leather,  for  ex- 
ample, it  was  believed  that  40%  of  such  requirements  would  be  for 
black  and  60%  for  tan  leather.  Orders  were  placed  so  as  to  keep  in 
stock  a  sufficient  supply  for  estimated  needs  for  three  months.  The 
company  was  never  left  with  any  of  this  leather,  since  it  was  a  standard 
item.  On  certain  high-style  leathers,  a  very  small  quantity  was  ordered 
ahead,  perhaps  enough  for  five  dozen  pairs  a  month.  Such  a  stock 
would  permit  filling  small  orders  without  much  delay,  yet  not  tie  up  a 
substantial  amount  in  leather  that  might  soon  be  unusable.  On  this  type 
of  leather,  there  was  always  a  small  amount  of  odds  and  ends  left  over. 
From  these  left-over  pieces  miscellaneous  shoes  were  made  up  and  sold 
to  jobbers  in  order  to  get  back  the  investment  in  the  leather. 

Purchasing  had  not  been  a  particularly  difficult  job,  even  though  it 
was  an  important  function  profitwise;  but  in  1941  it  became  a  serious 
problem.  Whereas  a  call  to  a  leather  house  had  formerly  obtained  de- 
livery of  desired  leather  in  about  twenty-four  hours,  calls  to  half  a 
dozen  or  more  houses  were  often  necessary  to  get  any  leather  of  the 
grade  wanted;  and,  even  then,  delivery  might  not  be  obtainable  for 
three  or  four  weeks.  The  absorption  of  materials  in  defense  production 
was  being  felt,  also,  in  small  items  or  "findings,"  which  were  bought 
under  a  standing  weekly  order.  On  several  occasions  in  1941,  for  ex- 
ample, rubber  heels  failed  to  arrive,  and  shoes  accumulated  at  the  ma- 
chine by  which  heels  were  attached  until  the  company  was  able  to 
obtain  a  supply.  Deliveries  had  also  been  slow  on  the  cartons  in  which 
shoes  were  packed  for  bulk  shipment. 

Another  difficulty  experienced  as  a  result  of  the  defense  effort  was 
in  getting  outside  help  for  rearranging  machines.  It  became  desirable 
to  shift  some  of  the  belting  and  shafting  in  the  plant.  Several  days  spent 
in  trying  to  find  machinists  to  effect  the  changes  failed  to  locate  any 
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who  were  available  or  who  would  even  become  available  within  a  week 
to  do  the  job. 

The  shoe  manufacturing  industry  was  exceptional  in  the  fact  that 
companies  did  not  own  most  of  the  machines,  but  leased  them.  Some 
machines  were  paid  for  by  royalties,  and  others  by  rentals.  For  most  of 
the  machines  no  installation  fee  was  required,  but  there  was  a  return 
charge,  which  Mr.  Sanford  said  amounted  to  $250  to  $300  a  machine 
in  some  instances.  Furthermore,  in  returning  a  machine  a  company  had 
to  pay  for  any  broken  or  missing  parts,  although  not  for  worn  parts. 
At  one  time,  when  the  company  had  returned  a  number  of  machines, 
the  cost  had  run  to  about  $1,800. 

Toward  the  end  of  1941,  machines  and  equipment  were  becoming 
hard  to  get.  In  spite  of  a  priority  rating,  the  company  had  been  waiting 
for  parts  for  some  of  the  machines  for  many  weeks.  Lack  of  a  single 
machine  could  hold  up  the  whole  line  of  production,  so  it  was  important 
to  have  spare  parts  available  to  make  repairs  in  case  of  breakdowns. 

MR.  SANFORD'S  ACTIVITIES 

Some  idea  of  Mr.  Sanford's  activities  may  be  obtained  from  his  de- 
scription of  his  duties  for  a  single  day.  On  a  typical  morning  in  early 
December  he  had  to  plan  a  budget  for  December  and  January.  The 
payables  for  December  were  available;  but  those  for  January  had  to 
be  estimated  by  judging  what  purchases  would  be  made  during  the 
month  of  December,  since  credit  terms  from  leather  houses  were  usually 
2%  for  payment  before  the  15  th  of  the  following  month,  and  the  com- 
pany took  its  discounts.  Figures  for  payroll  and  for  shipments  were 
estimated  and  a  budget  for  cash  needs  drawn  up.  He  also  had  to  go 
over  with  Mr.  Thornton,  of  the  sales  department,  the  matter  of  putting 
a  salesman  in  Cuba.  Estimates  had  to  be  made  on  Army  oxfords,  in 
accordance  with  an  invitation  from  the  Army  for  the  manufacture  of 
additional  quantities  of  oxfords,  to  be  delivered  by  the  15  th  of  March. 
Mr.  Sanford  thought  the  order  the  company  was  then  manufacturing 
would  be  completed  by  the  10th  of  February.  He  and  Mr.  Westbrook 
estimated  the  number  of  additional  pairs  that  could  be  produced  for 
delivery  between  those  dates,  and  discussed  whether  or  not  to  contract 
ahead  for  the  leather.  Next  he  went  to  Boston,  where  he  met  a  large 
customer  from  Central  America.  While  in  Boston,  he  also  called  on 
two  new  customers  and  saw  several  leather  houses  with  regard  to  pur- 
chases of  material. 

Over  the  following  week  a  number  of  other  matters  had  to  be 
handled.  Salesmen's  orders  were  checked  by  Mr.  Sanford  on  several 
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different  days.  He  looked  over  their  expense  accounts,  observed  where 
they  were  operating,  and  kept  himself  familiar  in  general  with  their 
activities.  He  devoted  considerable  attention  to  looking  for  a  new  sales- 
man to  replace  the  one  whose  performance  had  been  unsatisfactory. 
With  Mr.  Thornton  and  one  of  the  company's  salesmen,  he  went  over 
samples  and  styling  for  the  new  season.  The  task  of  preparing  styles  for 
spring  occupied  a  large  part  of  his  time  during  the  week.  In  addition  to 
these  matters,  he  checked  continually  on  output,  on  costs  of  production, 
on  the  performance  of  the  labor  force,  on  the  consumption  of  materials, 
and  on  the  pricing  of  the  various  lines  of  shoes. 

PROPOSED  EXPANSION 

Mr.  Sanford  had  been  approached  late  in  November,  1941,  by  an  out- 
sider, who  wished  to  buy  into  the  business.  This  man  had  suggested  that 
a  unit  be  installed  in  the  factory  for  the  manufacture  of  Army  service 
shoes.  He  was  willing  to  make  the  necessary  cash  investment,  which 
would  amount  to  about  $35,000.  The  leather  in  the  service  shoe  was 
very  much  heavier  than  that  with  which  the  company  employees  were 
accustomed  to  work,  and  Mr.  Sanford  believed  that  there  would  be 
considerable  difficulty  in  training  the  older  people  to  the  new  technique. 
The  operations  would  be  less  difficult,  and  many  operations  would  be 
omitted.  For  example,  the  service  shoe  specifications  called  for  no  lining, 
and  the  toe  had  no  box.  The  work  people,  accustomed  to  handling  a 
light,  flexible  shoe,  might  resent  working  on  a  stiff  and  clumsy  shoe. 
The  difference  between  the  quality  of  workmanship  on  the  Deering 
shoe  and  on  the  garrison  oxford  was  much  smaller  than  the  difference 
between  the  quality  on  the  garrison  oxford  and  on  the  Army  service 
shoe.  Furthermore,  Mr.  Sanford  believed  that  operations  might  be  ex- 
pensive, since  the  union  might  not  permit  a  lower  wage  rate  on  the 
service  shoe  in  spite  of  the  lower  quality.  He  did  not  think  it  practical 
to  try  to  make  a  work  shoe  after  the  war  simply  because  the  company 
had  suitable  machinery  and  staff.  As  a  result,  the  company  would  have 
to  plan  on  getting  its  investment  back  during  the  war  period. 

To  take  charge  of  the  new  unit,  Mr.  Sanford  thought  that  a  superin- 
tendent would  be  needed  for  the  over-all  job.  Foremen  from  the  regu- 
lar plant  could  spend  an  hour  or  two  a  day  in  the  corresponding  depart- 
ments of  the  service  shoe  section,  he  believed,  to  handle  the  necessary 
scheduling  and  to  supply  the  supervision  needed  there.  This  job  would 
be  relatively  much  easier  than  that  in  the  regular  plant  because  of  the 
lower  quality,  simpler  operations,  and  complete  uniformity  involved. 
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Exhibit  1 

Percentages  of  Men's  Boots  and  Shoes 
Produced  by  Leading  States,  1938 


Massachusetts   22.7% 

New  York   17.0 

Missouri   13-1 

New  Hampshire   12.1 

Wisconsin   9.1 

Maine   5-9 

Illinois   3-6 

Pennsylvania   2.4 

Other  states   14.1 

Total,  United  States  100.0% 


Source:  U.S.  Department  of  Labor,  Wage  and  Hour  Division,  Eco- 
nomic Section,  Report  on  the  Shoe  Manufacturing  and  Allied  Industries, 
Part  I.  July  26,  1939,  p.  36. 

Exhibit  2 


Percentages  of  Population  and  of  Shoe  Sales 
by  Regions,  1929 


Region 

1930 
Population 

Shoe  Sales 

New  England  

6-7% 

6-9% 

Middle  Atlantic  

21.3 

26.1 

East  North  Central  

20.6 

23.4 

West  North  Central  

10.8 

9.9 

South  Atlantic  

12.9 

9.7 

East  South  Central  

8.1 

5.4 

West  South  Central  

9.9 

7.7 

Mountain  

3.0 

2.8 

Pacific  

6.7 

8.1 

Total,  United  States  

100.0% 

100.0% 

Source:  U.S.  Department  of  Labor,  Wage  and  Hour  Division,  Economic  Section,  Report 
on  the  Shoe  Manufacturing  and  Allied  Industries,  Part  I,  June  26,  1939,  p.  78. 

Exhibit  3 


Percentage  Distribution  of  Value  of  Shoe  Sales  by 
Primary  Channels  of  Distribution,  1929,  1935, 
AND  1939 


1929 

1935 

1939 

Sales  to  or  through  own  wholesale  branches  

26.4% 

21.9% 

21-7% 

Sales  to  or  through  own  retail  stores  

6.2 

4.8 

4.3 

Sales  to  commercial,  governmental,  and  other  users .... 

0.4 

1.9 

0.9 

Sales  to  wholesalers  and  jobbers  

21.8 

16.4 

19.3 

Sales  to  retailers  for  resale  

44.8 

54.8 

53.6 

Sales  to  household  consumers  

0.4 

0.2 

0.2 

Total  

100.0% 

100.0% 

100.0% 

Source:  U.S.  Bureau  of  the  Census,  Sixteenth  Census  of  the  United  States:  Distribution  of  Manufacturers'  Sales: 
1939,  preliminary  press  release,  July  11,  1941. 
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Exhibit  4 

Percentage  of  Men's  and  Boys'  Shoe  Sales 
by  Type  of  Retail  Store,  1938 


Shoe*   62% 

Department   11 

General   10 

Clothing  and  furnishing   9 

All  others   8 

Total  100% 


*  Includes  chain  shoe  stores. 

Source:  U.S.  Department  of  Labor,  Wage  and  Hour  Division,  Eco- 
nomic Section,  Report  on  the  Shoe  Manufacturing  and  Allied  Industries, 
Part  I,  June  26,  1939,  p.  82. 


Exhibit  5 


Deering  Shoe  Company 

Comparative  Balance  Sheets  for  the  Years  Ending  June  30,  1938-41 


Assets 

1938 

1939 

1940 

1941 

Cash  

 $  8,853 

$  6,133 

$  5,403 

$  5,110 

Due  from  Factor  

3,533 

6,220 

Accounts  Receivable  

  73,778 

5,588 

6,748 

11,613 

Inventory  

  47,078 

67,780 

43,146 

80,423 

Total  Current  Assets  

 $129,709 

$  83,034 

$  61,517 

$  97,146 

Land  and  Buildings  (Net)  

 $  87,571 

$  85,028 

$  80,678 

$  76,325 

Machinery  

  3,080 

4,353 

4,819 

6,019 

Other  Factory  and  Office  Equipment  

  14,958 

15,271 

15,443 

15,880 

Salesmen's  Accounts  

  9,005 

7,563 

4,754 

8,787 

Miscellaneous  Assets  

  10,927 

13,294 

10,731 

11,982 

Total  Assets  

 $255,250 

$208,543 

$177,942 

$216,139 

Liabilities 

Notes  Payable — Bank  

 $  28,000 

$  35,000 

$  23,500 

$  28,500 

Due  to  Factor  

6,958 

Accounts  Payable — Trade  

  13,615 

15,536 

15,865 

44,010 

Accounts  Payable — Officers  

  31,406 

4,519 

164 

456 

Accruals  and  Taxes  

  6,679 

6,925 

6,455 

13,081 

Total  Current  Liabilities  

 $  79,700 

$  61,980 

$  45,984 

$  93,005 

Notes  Payable — H.  J.  Sanford  

$  35,500 

$  32,500* 

6%  Cumulative  Preferred  Stock  

 $275,000 

$175,OOOf 

175,000 

175,000 

Common  Stock  

  110,000 

20,000f 

20,000 

20,000 

Deficit  

  209,450 

48,437t 

98,542 

104,366 

Total  Liabilities  

  $255,250 

$208,543 

$177,942 

$216,139 

*  Due  as  follows:  1942,  $12,000;  1943,  $10,000;  1944-46,  $3,000  each;  1947,  $1,500. 

t  In  a  capital  readjustment,  common  and  preferred  stock  were  reduced,  the  deficit  written  off,  indebtedness 
due  Mr.  H.  J.  Sanford  converted  into  preferred  stock,  and  accumulated  preferred  dividends  canceled. 
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Exhibit  6 

Deering  Shoe  Company 


Operating  Statements  for  Six-Month  Periods  from  July  1,  1938,  to 


June  30,  1941 

7/1/38 

1/1/39 

7/1/39 

1/1/40 

7/1/40 

1/1/41 

to 

to 

to 

to 

to 

to 

12/31/38 

6/30/39 

12/31/39 

0/ jU/ 4U 

i~>  In  1  Af\ 

A  llt\  1 Al 

0/ jU/41 

$276,151 

$272,322 

$322,689 

$Z/o, 1 io 

$z/o,  /// 

Cl"7Q  111 

T  £»cc  •  >tonriorn  <~rwr  nt  trnnnQ 
J_,C3is  .  O  Ld.llU.<lL  U.  LUaL  Ul  gUUU5 

sold*  

229,803 

234,936 

282,322 

263,181 

262,399 

342,574 

Gross  profit  on  sales  

S  46,348 

$  37,386 

$  40,367 

$  15,557 

$  14,328 

$  36,649 

Less:  Marketing  expense  

43,248 

53,628 

50,707 

28,255 

26,602 

29,957 

Gross  operating  profit  or  loss. . . 

$  3,100 

$  16,242d 

$  10,340d 

$  12,698d 

$  12,274d 

$  6,692 

Adjustment  of  standard  to  actual 

23,260d 

21,174d 

19,891d 

9,llld 

4,633 

9,163d 

Net  operating  profit  or  loss .... 

$  20,160d 

$  37,416d 

$  30,231d 

$  21,809d 

$  7,641d 

$  2,471d 

Other  income  

660 

1,647 

1,632 

2,129 

2,724 

2,361 

$  19,500d 

$  35,769d 

S  28,599d 

$  19,680d 

$  4,917d 

$  IW 

816 

702 

745 

1,026 

531 

486 

Net  profit  or  loss  

$  20,316d 

$  36,471d 

$  29,344d 

$  20,706d 

$  5,448d 

S  596d 

d  Deficit. 

*  Includes  depreciation  of  approximately  $4,000  q  year  on  building;  no  depreciation  was  taken  on  machinery. 


Exhibit  7 


Deering  Shoe  Company 

Annual  Sales  and  Net  Profit  or  Loss 


Year 

Gross  Sales 

Profit 

Loss 

1925  

$1,596,493 

$  24,631 

1926  

1,486,953 

$52,764 

1927  

1,538,866 

4,191 

1928  

1,663,744 

38,842 

1929  

2,000,439 

27,211 

1930  

1,399,697 

36,524 

1931  

954,224 

77,743 

1932  

539,346 

150,911 

1933  

547,048 

53,363 

1934  

704,396 

41,368 

1935  

764,064 

12,909 

1936  

711,765 

26,887 

1937  

643,252 

40,013 

1938  

566,501 

51,834 

1939  

640,858 

65,815 

1940  

590,899 

26,151 

1941*  

709,848* 

* 

*  First  ten  months  only;  profit  figure  not  available. 
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Exhibit  8 


Deering  Shoe  Company 
Orders  Received,  Production,  End-of-Month  Finished  Goods 
Inventory,  and  Sales,  for  1940,  by  Months 


End  of  Month 

Month 

Orders  Received 

Production 

Finished  Goods 

Gross  Sales 

(in  Pairs) 

(in  Pairs) 

Inventory 

(in  Dollars) 

(in  Pairs)  . 

January  

21,770 

8,002 

5,880 

$  28,918 

February  

11,975 

17,141 

6,900 

56,923 

March  

10,072 

19,915 

6,675 

70,587 

April  

12,278 

15,972 

8,402 

59,096 

May  

13,553 

9,790 

7,239 

39,259 

June  

13,783 

10,809 

6,395 

43,994 

My  

8,373 

11,130 

7,288 

35,687 

August  

10,294 

16,791 

7,794 

63,440 

September  

16,106 

12,482 

6,797 

48,881 

October  

14,111 

16,199 

8,254 

51,932 

November  

10,151 

9,713 

6,156 

45,000 

December  

13,860 

12,099 

5,264 

47,182 

Total  1940  

156,326 

160,043 

$590,899 

Exhibit  9 

Deering  Shoe  Company 

Average-per-Pair  Cost  of  Total  Production — 
January  1,  1941,  to  June  30,  1941 


Upper  leather,  linings,  and  trimming  $1.0163 

Bottom  stock   0.7880 

Findings   0.1622 

Cases,  cartons,  labels   0.0493 

Lasts,  dies,  and  patterns   0.0362 

Labor   0.9588 

Royalty   0.0875 

Burden   0.3606 

Factory  damages  and  cripples   0.0157 

Total  cost  $3.4746 


APPENDIX  A 

SHOE  PRICES  AND  PROFITS 

"Although  the  peak  of  price  advances  for  hides  and  leathers  came  in  the  late 
summer  or  fall  of  1919,  average  prices  of  shoes  continued  to  advance  until  the 
spring  of  1920.  In  the  period  1914-1919,  manufacturers'  average  prices  for  a 
group  of  shoes  selected  as  typical,  increased  106%,  from  $2.71  in  1914  to  $5.58 
in  1919,  and  by  the  spring  of  1920  were  $8.68,  an  increase  of  220.3%  over  the 
1914  average.  Retail  prices  on  other  selected  shoes,  as  reported  by  retailers,  in- 
creased 119.3%  from  $4.50  in  1914  to  $9.88  in  1919,  and  by  the  spring  of  1920 
were  $12.75,  an  increase  of  183.3%  over  the  1914  average. 
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"Earnings  ( before  deduction  of  interest  or  of  income  and  excess  profits  taxes ) 
of  341  shoe  manufacturers  with  output  in  1919  representing  about  62%  of  the 
total  output  shown  in  the  census  of  1919,  averaged  16.2%  on  investment  (capi- 
tal stock,  surplus,  and  borrowings)  in  1918  and  29.8%  in  1919  ....  for 
typical  men's  shoes  the  average  cost  per  pair  increased  between  18%  and  72% 
in  the  fall  of  1919  over  the  spring  of  1918,  while  the  average  selling  prices  in- 
creased between  22%  and  79%,  with  the  result  that  average  margins  of  profit 
increased  between  50%  and  189%  Typifying  these  increases,  the  aver- 
age (manufacturing)  cost  per  pair  of  11  types  of  men's  shoes  was  $4.28  in  the 
spring  of  1918  and  $5.40  in  the  fall  of  1919;  in  the  same  period  the  average 
(manufacturer's)  selling  price  of  these  shoes  increased  from  $4.64  to  $6.07, 
which  meant  that  the  average  profit  per  pair  increased  86%,  from  36  cents  to  67 
cents."4 

CHANGES  IN  SHOE  INDUSTRY  LOCATION 

"The  steadily  increasing  importance  of  fashion  changes  in  shoes  has  brought 
many  problems  to  the  shoe  industry,  but  for  our  purposes  here  the  most  sig- 
nificant effect  has  been  the  emphasis  that  has  been  put  upon  speed  and  close 
contact  in  marketing.  Once  before,  nearness  to  market  had  meant  low  freight 
rates  and  that  had  been  a  decisive  advantage.  This  advantage  the  railroads  had 
ironed  out.  Now  that  speed  became  necessary,  the  factor  of  access  to  areas  of 
consumption  regained  importance. 

"More  elaborate  styles  and  quicker  change  in  them  meant  that  the  merchandis- 
ing of  shoes,  wholesale  as  well  as  retail,  must  be  done  in  a  much  less  offhand  way 
than  before.  Except  in  the  steadily  less  numerous  staple  lines,  holding  of  stocks 
became  impossible.  The  manufacturer  on  the  spot,  who  could  keep  his  ear  to  the 
ground  and  give  quick  and  almost  personal  service,  served  a  territory  better  than 
some  far-away  establishment  whose  shipments  might  arrive  too  late  to  catch  the 
Saturday  rush. 

"Since  New  England  was  the  farthest  away  from  the  markets  that  were  grow- 
ing the  fastest,  she  was  the  chief  sufferer  by  this  new  importance  of  the  factor  of 
nearness  to  market.  Her  water  transport  lines  were  now  of  practically  no  use  at 
all  for  the  carrying  of  shoes,  speed  rather  than  low  freights  being  the  essential. 
Furthermore,  the  high  degree  of  specialization  which  was  the  outcome  of  the 
concentration  of  the  industry  in  Eastern  Massachusetts,  in  particular,  began  to 
work  adversely.  The  rural  and  small-town  markets  of  the  interior  wanted  a  gen- 
eral line  of  shoes,  whereas  most  Massachusetts  manufacturers  had  small  factories 
each  wholly  devoted  to  a  single  specialty. 

"As  a  locational  factor,  the  higher  costs  resulting  from  organized  labor  have 
worked  within  rather  than  between  regions.  The  industry's  growth  has  been 
checked  in  the  specialized  centers  and  stimulated  in  satellite  towns,  and  at  times 
in  metropolitan  cities  like  Boston,  with  their  unspecialized  labor  market  and 


4  Summary  of  Report  of  the  Federal  Trade  Commission  on  Shoe  and  Leather  Costs 
and  Prices  (Washington,  D.C. :  U.S.  Government  Printing  Office,  June  10,  1921),  pp. 
8-13 
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better  conditions  for  the  manufacturers.  In  recent  years,  most  leading  shoe  cities 
have  become  less  important  relative  to  their  tributary  territories."5 

APPENDIX  B 
Union  Organization 

The  union  was  organized  by  both  craft  and  company  lines.  All  members  of 
one  craft  in  the  district  comprised  a  local,  such  as  the  cutters'  local,  the  stitchers' 
local,  and  the  lasters'  local.  There  were  about  a  dozen  such  locals. 

For  the  union,  wage  rates  were  under  the  control  of  the  craft  local  organiza- 
tions. Price  committees,  selected  for  each  local  from  its  members,  met  weekly  to 
consider  wages  on  individual  operations.  So  minutely  were  these  operations  segre- 
gated, according  to  type,  degree  of  skill  involved,  grade  of  leather  used,  and  such 
classifications,  that  there  were  thousands  of  classes  of  operations  defined,  each 
having  its  own  agreed-upon  rate.  A  designated  operation  was,  in  many  instances, 
therefore,  applicable  to  only  one  company,  for  its  shoes  might  be  different  from 
those  of  any  other  company.  Negotiations  for  general  wage  changes  affecting  all 
operations  were  carried  on  with  the  association  of  manufacturers  by  representa- 
tives of  the  union  organization.  In  negotiating  an  individual  rate,  however,  the 
craft  price  expert  of  the  union  met  with  the  superintendent  of  the  plant  con- 
cerned and  a  representative  of  the  manufacturers'  association.  The  company  made 
time  studies  of  the  operation  and  also  compared  it  with  any  similar  operations  in 
the  plant.  Mr.  Sanford  reported  that  the  time  used  by  a  worker  when  time  studies 
were  made  was  often  twice  as  long  as  that  used  after  the  rate  had  been  set.  The 
association  representative  searched  for  similar  operations  in  other  plants  for  use 
as  a  basis  for  arriving  at  a  rate. 

Grievances  were  handled  on  a  shop  unit  basis.  Each  craft  within  a  single  com- 
pany elected  one  of  its  members  to  act  as  steward.  The  stewards  for  the  various 
crafts  within  the  company  in  turn  elected  one  of  their  number  as  chief  steward. 
This  plan  gave  the  union  a  grievance  organization  comparable  to  the  company 
organization.  A  worker  reported  any  grievance,  other  than  one  dealing  with  wage 
rates,  to  his  steward.  The  steward  took  the  matter  up  with  the  foreman  of  the 
production  room  involved.  If  the  steward  and  foreman  were  unable  to  settle  the 
grievance,  the  craft  steward  and  the  chief  steward  met  with  the  plant  superin- 
tendent. If  they  failed  to  agree,  the  dispute  was  passed  on  to  a  group  representing 
the  whole  union  organization  in  the  district  for  negotiation  with  the  president  of 
the  company.  Continued  disagreement  was  arbitrated  under  state  law  by  a  repre- 
sentative for  the  union,  one  for  the  company,  and  a  third  impartial  member 
selected  by  the  two  representatives. 

Disciplinary  action  was  taken  ordinarily  by  the  foreman  or  superintendent. 
For  example,  when  a  person  came  late,  he  was  talked  to  by  the  foreman.  When 
he  was  late  a  second  and  third  time,  he  was  dismissed  by  the  foreman  or  superin- 
tendent. Drunkenness  resulted  in  immediate  dismissal.  If  the  union  felt  any  ac- 
tion was  unjustified,  it  would  protest  through  the  grievance  machinery.  The 

5  Edgar  M.  Hoover,  Jr.,  Location  Theory  and  the  Shoe  and  Leather  Industry  (Cam- 
bridge, Mass.:  Harvard  University  Press,  1937),  pp.  212-1  A. 
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union  was  usually  as  dissatisfied  as  the  company  in  such  instances,  Mr.  Sanford 
said.  More  difficult  was  the  problem  of  continuously  poor  work.  To  dismiss  for 
this  reason,  the  steward  had  to  be  convinced;  but  because  of  his  own  union  re- 
sponsibility, he  would  seldom  recognize  as  poor  any  work  not  flagrantly  bad. 

APPENDIX  C 
Manufacturing  Process 

The  manufacture  of  shoes  was  guided  through  the  production  departments  by 
the  use  of  descriptive  tags.  The  leather  to  be  made  into  the  upper  part  of  the 
shoe  had  to  go  through  the  cutting  room  and  then  the  "fitting"  or  stitching  room 
before  it  went  to  the  lasting  room,  where  the  upper  was  joined  to  the  sole. 
Leather  to  be  made  into  soles,  however,  had  only  to  be  stamped  out  in  the  sole 
leather  room.  Because  of  this  simpler  process,  the  sole  leather  room  usually  re- 
ceived its  tag  a  day  later  than  the  cutting  room,  so  that  the  uppers  and  soles 
would  come  to  the  lasting  department  on  the  same  day.  The  area  of  leather 
needed  to  cut  the  specific  number  of  the  particular  part  called  for  was  given  on 
the  tags,  having  been  calculated  by  the  office  force,  which  multiplied  an  area 
figure  listed  for  the  required  pattern  by  the  number  of  shoes  to  be  made.  The 
listed  figure  was  originally  worked  out  for  each  pattern  by  the  foremen  of  the 
cutting  rooms,  Mr.  Westbrook,  and  Mr.  Sanford.  Sometimes  it  was  based  on  the 
company's  experience  with  other  similar  patterns;  at  other  times  it  was  derived 
from  test  cuttings,  usually  when  no  reasonably  similar  pattern,  which  could  serve 
as  a  basis,  previously  had  been  used. 

In  the  cutting  department,  the  upper  leather  parts  and  the  corresponding 
linings  were  cut  out,  either  manually,  by  the  use  of  a  knife  and  a  cardboard  pat- 
tern edged  with  metal,  or  mechanically,  by  the  use  of  metal  dies  and  a  stamping 
machine.  The  greater  part  of  the  profit  or  loss  attributable  solely  to  the  manu- 
facturing process  depended  upon  the  skill  with  which  the  cutting  was  done.  It 
was  necessary  that  the  leather  be  even  throughout,  that  pairs  be  matched,  and 
that  as  much  as  possible  be  cut  from  each  piece  of  leather. 

The  material  cut  was  passed  on  to  the  "fitting,"  or  stitching  room,  where  the 
various  leather  parts  and  the  linings  were  stitched  together  to  form  the  upper 
part  of  the  shoe.  The  sole  leather  room  stamped  out  the  outsole  blank,  which 
was  larger  than  the  bottom  of  the  shoe,  and  the  insole,  which  was  cut  to  the 
exact  size  of  the  bottom  of  the  last.  A  channel,  or  slit,  about  one-quarter  inch 
deep  was  cut  in  the  edge  of  the  insole  near  the  bottom;  and  the  lip  formed  was 
turned,  so  that  it  stood  at  right  angles  to  the  bottom.  The  bottom  area  enclosed 
by  the  lip  was  coated  with  a  cement  and  reinforced  with  canvas.  The  counter, 
or  stiffening  for  the  back  of  the  shoe  upper,  was  also  cut  in  the  sole  leather  room. 

In  the  lasting  room  the  upper  and  the  insole  were  brought  together.  The  in- 
sole was  tacked  to  the  bottom  of  the  wooden  "last,"  a  foot-shaped  form  around 
which  a  shoe  was  constructed.  The  counter  and  box  toe  were  inserted  between 
the  upper  and  the  upper  lining.  The  upper  was  put  on  the  last  and  held  in  place 
with  a  nail  driven  through  the  back.  The  bottom  edges  were  drawn  down  over 
the  insole  and  temporarily  tacked  in  place  at  the  tip  and  sides  in  the  "pulling- 
over"  operation  which  lined  up  the  toe  and  the  heel  seam.  The  "lasting"  opera- 
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tion  followed.  The  upper  lining  and  upper  were  pulled  tightly  to  the  insole  along 
the  sides  and  stapled  to  the  insole  lip.  The  leather  at  the  tip  of  the  shoe  was 
smoothed  out  by  being  pressed  closely  to  the  last  and  the  edges  gathered  under 
the  insole  by  a  "wiper"  machine.  The  leather  was  held  in  place  by  a  piece  of  wire 
running  around  the  toe  at  the  sole  and  attached  to  tacks  on  either  side.  The  heel 
of  the  upper  and  insole  was  then  placed  in  a  machine  that  brought  the  lining 
and  leather  of  the  upper  together  over  the  heel  of  the  insole  and,  at  one  blow, 
drove  a  series  of  closely  spaced  tacks  all  around  the  heel  of  the  upper  through 
the  insole  and  clinched  them  on  the  inside.  After  temporary  tacks  holding  the 
upper  and  insole  were  removed,  the  welt  was  sewed  to  the  outside  of  upper, 
upper  lining,  and  insole  lip  from  a  position  just  in  front  of  the  heel  around  the 
toe  and  back  to  the  corresponding  position  on  the  other  side  of  the  shoe.  The 
welt  was  a  strip  about  \  inch  wide  and  perhaps  %6  inch  thick.  Surplus  upper 
leather  around  the  bottom  was  then  cut  off,  the  area  inside  the  welt  filled  with  a 
spongy  mixture  of  powdered  cork  and  cement,  and  a  wood  or  metal  shank  piece 
inserted  at  the  arch  to  give  strength  to  the  shoe. 

In  the  "making"  or  bottoming  room,  the  outsole  blank  was  attached  with 
cement  and  its  edges  roughed  off  to  the  approximate  shape  of  the  shoe.  A  chan- 
nel, similar  to  that  on  the  insole  but  thinner,  was  cut  and  turned,  so  that  in  the 
next  operation  the  outsole  was  stitched  to  the  welt  with  stitches  that  were  then 
covered  over  by  turning  the  lip  back  down  and  cementing  it  over  the  stitches. 
The  heel  seat  of  the  outsole  was  nailed  in  place  with  fiber  fastenings.  The  shoe 
was  then  inserted  in  a  machine  that  rounded  the  sole  and  the  shank  in  the  arch 
to  the  contour  of  the  last.  The  heel  base  and  heel  were  attached  in  another  ma- 
chine. A  large  number  of  finishing  operations,  such  as  trimming,  staining, 
burnishing,  and  the  like,  followed.  After  inspection  by  a  worker  who  was 
equipped  to  correct  most  minor  defects,  the  last  was  removed  and  the  shoe 
further  finished  by  dressing  the  upper  and  by  inserting  heel  pads  and  laces.  Pairs 
were  packed  in  boxes,  and  these  boxes  were  then  packed  in  large  cartons  ready 
for  shipment.  About  eleven  days  elapsed  in  the  manufacturing  process. 

The  particular  advantage  of  the  welt  type  of  construction  lay  in  the  fact  that 
by  the  use  of  the  "inseam"  with  which  the  welt  was  sewed  to  the  bottom  of  the 
insole  and  the  "outseam"  with  which  the  outer  sole  was  then  sewed  to  the  welt, 
no  nails,  staples,  or  stitches  came  through  the  top  of  the  insole  where  the  foot 
would  feel  them.  The  use  of  a  "sock  lining"  to  cover  such  irregularities  in  the 
insole  surface  was  eliminated  because  of  the  perfectly  smooth  surface.  Bv  placing 
the  outseam  beyond  the  edges  of  the  foot,  this  construction  greatly  reduced  the 
wear  upon  the  stitching,  thereby  adding  to  the  life  of  the  shoe. 

From  the  time  the  sole  and  upper  came  together  in  the  lasting  room,  shoes 
passed  from  one  worker  to  the  next  on  wooden  racks  which  resembled  book- 
cases, open  front  and  back  and  rolling  on  casters.  The  racks  were  made  to  hold 
twelve  or  fifteen  pairs,  which  were  the  usual  quantities  in  a  "lot."  When  a  worker 
had  completed  his  operation  on  a  lot  as  designated  by  the  instruction  tag  on  the 
rack,  he  cut  off  the  piece  rate  coupon  covering  his  operation  and  then  pushed 
the  rack  along  to  the  next  worker.  It  was  a  part  of  the  foremen's  and  superin- 
tendent's job  to  keep  these  racks  from  piling  up  excessively  at  any  point  in  the 
flow  of  production  through  the  factory. 
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After  xixe  unprofitable  years,  rhe  Continental  Jewelry  Com- 
pany earned  profits  of  5 "0.000  in  the  year  ending  February  28,  1940, 
and  $209,000  in  the  following  year.  In  the  fall  of  1938  the  company 
underwent  several  organizational  changes:  B.  V.  Lynch,  the  company's 
Treasurer,  was  made  president,  general  manager,  and  treasurer:  and  the 
former  president.  A.  R.  Beal.  a  son  of  the  company's  founder  and  the 
largest  stockholder,  was  made  chairman  of  the  board  of  directors. 
Theretofore.  Mr.  Lynch  had  been  continuously  employed  in  the  account- 
ing department  of  the  company  since  1906.  Two  new  members  were 
appointed  to  the  board  of  directors  in  1938:  R.  A.  Mark,  president  of  a 
large  stationery  manufacturing  company:  and  F.  H.  Bicker,  general 
manager  of  a  noncompeting  jewelry  manufacturing  company.  Both 
Mr.  Mark  and  Mr.  Bicker  were  men  of  wide  business  experience  and 
became  particularly  active  as  board  members. 

Several  other  changes  in  the  company's  organization  closely  followed 
Mr.  Lvnch's  accession  to  the  presidency.  Mr.  Brennen.  the  production 
manager,  who  had  been  in  the  employ  of  the  company  since  1934.  was 
promoted  to  the  position  of  works  manager:  and  T.  L.  Beal.  formerlv 
works  manager  and  a  brother  of  the  chairman  of  the  board,  was  made 
Air.  Brennen's  assistant.  Mr.  Brennen  had  come  to  the  Continental  com- 
pany in  1934  from  a  large  manufacturer  of  high-quality  silverware, 
where  he  had  been  a  superintendent  in  the  production  department.  He 
had  had  no  previous  experience  in  the  manufacture  of  jewelry.  Early  in 
1940.  Mr.  Stoll  was  employed  as  assistant  treasurer  and  assistant  to 
Mr.  Lynch.  Mr.  Stoll  assumed  responsibility  for  the  accounting  depart- 
ment and  was.  in  the  spring  of  1941.  engaged  in  installing  a  production 
control  system  in  the  company's  plant.  Although  Mr.  Stoll  had  never 
worked  in  the  jewelry  industry  before,  he  had  had  wide  business  experi- 
ence in  a  number  of  industries  as  an  accountant,  as  a  business  con- 
sultant, and  as  a  sales  organizer  in  the  automobile  industry.  Other  mem- 
bers of  the  company's  organization  in  April.  1941.  were  Mr.  Mead,  sales 
manager,  and  Mr.  Atwood,  the  designer. 

The  Continental  company,  located  in  Newark.  Xew  Jersey,  manu- 
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factured  and  sold  a  line  of  gold  rings,  chain-store  jewelry,  and  premium 
merchandise,  such  as  insignia  and  badges  to  be  given  away  or  sold  during 
promotion  campaigns.  The  ring  line,  the  most  important  of  the  three, 
made  up  approximately  80%  of  total  sales.  The  rings,  principally  signet 
and  birthstone  rings  for  men  and  women,  were  in  the  medium-price 
class  retailing  from  $10  to  $30  apiece.  The  premium  merchandise  was 
added  in  1939  in  an  attempt  to  minimize  the  effect  of  cyclical  fluctua- 
tions on  the  company's  business.  It  was  expected  that,  during  periods  of 
low  business  activity  when  ring  sales  decline,  premium  goods  could  be 
sold  to  various  manufacturing  and  mercantile  concerns  which  then 
would  be  seeking  new  means  of  stimulating  sales.  In  1941  the  premium 
and  chain-store  lines  each  made  up  approximately  10%  of  the  sales. 
The  company  made  a  small  amount  of  insignia  for  a  concern  selling 
Army  officers'  uniforms.  Also,  two  small  contracts  had  been  secured  for 
manufacturing  buttons  for  Army  uniforms.  This  latter  business,  how- 
ever, was  unimportant,  in  relation  to  the  company's  regular  lines.  A 
number  of  very  large  orders  for  Army  buttons  had  been  bid  on,  but  in 
each  instance  the  Continental  company  had  been  underbid.  It  was  the 
opinion  of  company  officers  that  the  concerns  which  secured  these  orders 
did  not  know  accurately  their  costs;  and  it  was  anticipated  that,  as  these 
companies  began  to  discover  their  costs,  the  Continental  company  would 
be  able  to  secure  more  Army  business.  To  the  knowledge  of  company 
officers,  no  employees  had  been  lost  to  other  businesses  in  the  locality 
which  were  rapidly  expanding  because  of  defense  activities. 

The  company's  sales  manager,  Mr.  Mead,  had  been  appointed  to 
that  position  in  February,  1941,  when  the  former  sales  manager  re- 
signed to  enter  business  for  himself.  Mr.  Mead  previously  had  been 
supervisor  in  charge  of  premium  sales  and  had  been  in  the  employ  of 
the  company  for  many  years.  He  had  direct  control  of  the  company's 
five  salesmen  and  had  continued  handling  the  sale  of  premium  mer- 
chandise after  his  promotion  to  sales  manager.  A  sales  supervisor  was 
in  charge  of  the  sale  of  the  chain-store  line.  Mr.  Lynch  and  Mr.  Stoll 
were  considering  hiring  another  man  as  supervisor  of  premium  sales, 
but  by  April,  1941,  no  decision  had  been  reached.  Mr.  Lynch  felt  that 
such  a  man  was  needed,  but  it  was  Mr.  Stoll's  opinion  that  the  use  of 
brokers  for  that  business  would  be  satisfactory.  He  said  that,  although 
Mr.  Mead  had  been  in  charge  of  that  line,  actually  a  substantial  part  of 
the  premium  sales  had  come  through  brokers  to  whom  commissions 
were  paid,  and  he  saw  no  reason  why  the  company  should  not  rely  upon 
them  more  completely  for  that  type  of  business  in  the  future. 
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The  company's  five  salesmen  sold  rings  to  jewelry  wholesalers  and  to 
a  few  large  credit  jewelry  firms,  each  of  which  had  several  retail 
branches.  In  addition  to  the  main  office  in  Newark,  the  company  main- 
tained sales  offices  in  Boston,  Chicago,  and  Los  Angeles.  Salesmen 
operating  from  these  offices  generally  called  on  wholesalers  in  their 
territories  four  times  a  year.  In  April  or  May,  salesmen  called  on  cus- 
tomers to  show  them  the  new  fall  line  and  take  initial  orders.  The  next 
call,  usually  made  in  August,  was  to  secure  orders  specifically  for  Christ- 
mas, the  major  sales  season  of  the  year.  Short  calls  were  made  just 
before  Christmas  to  pick  up  last  minute  orders  from  important  customers 
and  shortly  after  Christmas  to  fill  in  wholesalers'  lines  which  had  be- 
come depleted  by  holiday  business.  It  had  been  the  company's  experi- 
ence that  wholesalers  customarily  ordered  only  sample  quantities  of 
rings  from  the  salesmen  and  then  reordered  during  the  year  according 
to  their  sales.  During  the  1920's,  wholesalers  usually  carried  a  rather 
complete  stock  of  rings  throughout  the  year,  but  it  was  stated  that  that: 
practice  had  changed,  until  in  1941  wholesalers  submitted  orders  quite 
frequently. 

The  company's  salesmen  had  all  been  with  the  Continental  company 
for  many  years  and  were  well  known  by  their  customers.  For  that  reason, 
it  was  felt  that  little  specific  control  over  their  activities  was  necessary. 
The  salesmen  planned  their  own  routes  and  calls  and  were  not  required 
to  report  their  activities  to  the  sales  manager.  Actually,  however,  sales- 
men generally  wrote  the  home  office  almost  daily  regarding  develop- 
ments in  their  territories,  such  as  changes  in  accounts,  and  regarding 
delivery  problems,  or  reported  a  description  of  a  competitor's  ring  which 
was  being  well  received.  A  list  of  each  salesman's  accounts  was  kept  at 
Newark,  and  an  explanation  concerning  a  specific  account  was  sometimes 
requested  from  a  salesman;  but,  in  general,  salesmen  had  complete 
responsibility  over  activities  relating  to  sales  with  the  exception  of  credit 
which  was  personally  handled  by  Mr.  Lynch.  Each  salesman  was  paid 
a  salary  plus  expenses  and  a  bonus  above  a  quota  established  for  his 
territory.  The  quotas  were  established  by  Mr.  Lynch,  who  estimated 
total  sales  for  the  coming  year  from  predictions  of  national  income 
and  then  divided  that  total  among  the  territories  according  to  past  ex- 
perience. Salesmen  were  regularly  informed  of  their  sales  achievements 
and  urged  to  reach  their  quotas. 

Once  a  year,  usually  in  February,  the  salesmen  came  to  Newark, 
where  they  participated  in  setting  up  the  ring  line  for  the  next  season. 
Style  was  considered  a  very  important  factor  in  ring  sales,  and  the  sales- 
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men  contributed  valuable  suggestions  and  advice  to  the  designer.  Addi- 
tions and  changes  in  the  company's  line,  as  well  as  the  pricing  of  items, 
were  all  decided  by  Mr.  Lynch  and  Mr.  Stoll.  Because  of  the  large  num- 
ber of  rings  salesmen  had  to  show  their  customers,  they  were  constantly 
making  an  effort  to  eliminate  unpopular  items  from  the  line.  It  was 
not  deemed  difficult,  therefore,  to  keep  the  number  of  items,  numbering 
1,810  in  April,  1941,  within  reasonable  limits.  Ring  prices  were  based 
upon  computed  cost  estimates,  as  determined  from  standard  costs  of 
specified  operations,  and  the  price  class  for  which  the  ring  was  designed. 

Eighty  per  cent  of  the  company's  manufacturing  operations  consisted 
of  handwork.  Pure  gold,  the  principal  raw  material  for  rings,  was  alloyed 
in  the  company's  own  furnaces.  It  was  then  rolled  into  sheets  of  the 
desired  shape  and  pressed  into  ring  blanks.  Other  materials,  such  as 
silver  and  brass  which  were  used  for  the  less  expensive  jewelry,  were 
treated  similarly.  In  subsequent  manufacturing  stages,  most  operations 
were  done  by  hand.  Swedging  the  design  in  the  ring  from  a  die,  setting 
the  stones,  and  polishing  were  hand  operations.  Much  of  this  work, 
especially  on  the  chain-store  and  premium  lines,  was  done  by  women 
workers.  With  the  exception  of  the  press  department,  where  pressing 
and  stamping  machinery  was  used,  rings  were  made  in  separate  de- 
partments from  chain-store  and  premium  lines. 

As  works  manager,  Mr.  Brennen  had  complete  responsibility  for 
production,  manufacturing  costs,  deliveries,  quality,  and  personnel.  His 
factory  organization  consisted  of  T.  L.  Beal,  assistant  works  manager; 
ten  foremen  responsible  for  the  various  production  departments;  a  time- 
study  man  who  compiled  standard  costs  of  operations;  a  production 
control  clerk;  and  a  personnel  and  plant  maintenance  manager.  As  a 
general  rule,  Mr.  Brennen  spent  nearly  all  his  time  in  the  company's 
plant  discussing  specific  problems  with  his  foremen  and  answering  their 
questions.  Since  Mr.  Brennen  became  production  manager,  he  had  made 
special  studies  of  general  production  practices  with  a  view  toward  more 
efficient  manufacturing.  His  two  principal  contributions  had  been:  ( 1 ) 
complete  renumbering  and  receding  of  the  company's  ring  line,  so  that 
the  style  number  indicated  the  type  of  material  in  the  item  and  whether 
it  was  a  man's,  woman's,  or  child's  ring;  and  (2)  standardization  of 
production  orders,  which  involved  changing  handwritten  orders  to  type- 
written orders  on  standard  production  tickets.  These  tickets  carried  man- 
ufacturing instructions,  such  as  the  number  of  units  to  manufacture  and 
the  dies  and  tools  to  use. 

T.  L.  Beal  had  been  trained  in  the  company's  plant  as  a  jeweler,  in 
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accordance  with  his  father's  philosophy  that  a  company  executive  should 
be  thoroughly  familiar  with  production  procedures;  he  had  never  been 
employed  elsewhere.  Mr.  Beal,  who  was  in  his  late  thirties,  was  more 
familiar  with  the  technical  procedures  of  jewelry  manufacturing  than 
was  anyone  else  in  the  company.  After  1938  he  was  given  charge  of 
the  company's  toolroom  where  all  the  dies  were  made.  In  that  position 
he  spent  most  of  his  time  devising  new  ways  to  make  dies  so  that  maxi- 
mum economies  in  production  could  be  realized.  He  studied  each  new 
ring  style  to  determine  the  most  economical  method  of  producing  it 
and  then  supervised  the  manufacture  of  the  required  tools.  Mr.  Brennen 
had  denned  the  scope  of  Mr.  Beal's  responsibilities,  and  he  felt  that  his 
background  and  talents  best  fitted  him  for  that  type  of  work. 

The  company  employed  an  average  of  500  workers,  of  whom  about 
half  were  women.  Of  the  men,  about  180  were  skilled  workers,  such 
as  diemakers,  gold  jewelers,  or  stone  setters.  Many  of  the  skilled  workers 
had  been  with  the  company  for  several  years,  but  the  women  and  un- 
skilled employees  were  not  usually  considered  as  permanent  employees. 
In  1940  the  company's  factory  payroll  varied  from  386  in  April  to  545 
in  October.  The  spring  months  were  ordinarily  periods  of  low  activity, 
while  in  the  autumn,  production  was  at  a  high  level  in  order  to  meet  de- 
mands for  the  Christmas  trade.  The  company  had  not  made  a  study  of 
the  turnover  of  its  labor  force,  nor  were  records  readily  available  from 
which  that  information  could  be  determined. 

Because  of  the  many  items  in  the  company's  line,  it  was  difficult  to 
manufacture  for  stock.  The  company,  therefore,  had  manufactured  on 
a  basis  of  sales  orders  adjusted  to  economical  lot  sizes;  that  is,  if  a 
sales  order  was  so  small  as  to  be  uneconomical  to  produce,  the  manu- 
facturing order  was  increased,  with  Mr.  Brennen's  authorization,  and 
some  rings  were  made  for  stock.  The  manufacturing  order  was  written 
by  a  clerk  who  recorded  on  a  card  the  number  of  rings  of  the  various 
sizes  required,  a  description  of  the  materials  to  be  used,  and  the  opera- 
tions to  be  performed.  This  information  was  obtained  from  a  master 
card  prepared  for  each  ring  by  the  designer  and  Mr.  Beal.  One  of  these 
cards  was  sent  to  each  production  department  involved  in  manufacturing 
the  order.  The  card  sent  to  the  press  room  started  the  order;  and  when 
the  ring  blanks  were  completed,  they  were  sent  to  the  designated  making 
department  where  the  design  was  placed  on  the  rings;  the  order  then 
passed  to  the  stone  department  for  attaching  the  stones  and  to  the  polish- 
ing department  for  final  finishing.  The  card  sent  to  the  stone  department 
served  to  notify  that  department  that  certain  stones  were  to  be  required. 
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If  a  sufficient  number  were  not  in  stock,  the  head  of  the  department  was 
to  order  them.  Since  the  beginning  of  World  War  II,  frequent  difficulty 
had  been  encountered  in  securing  the  required  stones  because  of  dis- 
turbed conditions  in  the  precious  stone  market.  There  had  been  instances 
where  the  head  of  the  stone  department  had  felt  certain  that  the  neces- 
sary stones  could  be  obtained,  only  to  discover  after  manufacturing  on 
the  order  had  begun,  that  he  was  unable  to  secure  the  specified  stones, 
and  the  order  had  to  be  stopped. 

Under  the  company's  system  of  production  control,  it  was  impossible 
for  department  foremen  to  anticipate  the  departmental  volume  of  work 
from  day  to  day.  They,  accordingly,  had  complete  authority  to  lay  off 
or  add  workers  according  to  the  volume  of  work  in  their  departments. 
If,  at  the  end  of  a  day,  the  visible  amount  of  work  in  a  department  was 
insufficient  to  keep  the  entire  force  busy  the  next  day,  the  foreman  would 
tell  some  employees  that  there  would  be  no  work  for  them  the  next 
day.  It  was  possible,  however,  that  a  large  amount  of  work  might  come 
into  the  department  the  next  day;  and  because  the  foreman  had  laid 
off  workers  the  night  before,  work  would  be  delayed.  If  employees  re- 
ported for  work  in  the  morning,  as  they  always  did  unless  told  otherwise, 
the  company  was  obliged  by  state  law  to  pay  them  for  four  hours'  work 
regardless  of  whether  or  not  it  was  available.  Every  effort  was  made  to 
minimize  this  unproductive  expense. 

The  time-study  man  developed  standard  costs  for  all  operations.  These 
standard  costs  were  used  for  pricing  and  to  compile  a  weekly  report 
which  compared  the  actual  expenditure  for  direct  labor  with  standard 
labor  costs  determined  from  standard  costs  as  applied  to  completed 
production.  This  information  was  assembled  in  the  accounting  depart- 
ment, and  one  copy  went  to  Mr.  Brennen  and  another  to  Mr.  Lynch. 
Mr.  Brennen  had  been  instructed  to  keep  actual  labor  costs  as  close  as 
possible  to  the  standards.  Little  improvement  had  been  noticed,  how- 
ever, since  the  report  on  labor  efficiency  had  been  introduced;  and  Mr. 
Brennen  felt  that  present  efficiency  approached  that  which  could  reason- 
ably be  expected. 

The  company  employed  ten  foremen,  all  of  whom  had  come  from  the 
"bench,"  that  is,  they  had  had  actual  experience  in  the  type  of  work 
they  were  supervising.  All  of  them  had  been  in  the  company's  employ 
for  many  years,  and  each  received  a  straight  salary  of  $60  per  week. 
Each  foreman  had  complete  discretion  as  to  the  employees  he  chose  to 
hire  or  lay  off.  It  was  Mr.  Stoll's  opinion  that  in  laying  off  employees 
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the  foremen  considered  both  seniority  and  merit,  although  there  was  no 
established  company  policy  in  this  regard.  The  company's  personnel 
manager,  who  also  had  charge  of  plant  maintenance,  had  no  responsibil- 
ity over  hiring  or  firing  employees.  He  kept  records  of  available  em- 
ployees and  supplied  foremen  with  additional  help  upon  request.  The 
foremen,  however,  were  not  obliged  to  accept  any  employees  sent  to 
them  by  the  personnel  manager. 

Of  the  company's  employees,  the  most  skilled  were  the  tool-  and 
diemakers.  The  company  employed  thirty-five  of  these  men,  and  they 
were  kept  on  the  payroll  all  year  because  their  high  degree  of  skill 
would  make  it  possible  for  them  to  secure  jobs  elsewhere  if  the  com- 
pany laid  them  off.  The  pay  of  these  men  was  equivalent  to  the  union 
wage  for  this  type  of  work — and  in  some  cases  higher.  Some  of  the 
toolmakers  belonged  to  a  union,  but  the  company  had  never  been 
obliged  to  deal  with  that  or  any  other  union.  It  was  not  difficult  to  find 
work  for  the  toolmakers  throughout  the  year,  since  not  only  was  it 
necessary  continually  to  make  dies  for  new  rings,  but,  also,  because  of 
breakage  of  old  dies,  there  was  always  replacement  work  to  be  done. 

Next  in  the  importance  of  skill  were  the  gold  jewelers,  the  men  who 
put  the  designs  on  the  gold  rings.  The  company  employed  approxi- 
mately twenty-five  such  men,  and  they  were  paid  60  to  80  cents  an  hour. 
It  took  about  four  years  to  train  a  gold  jeweler;  and  as  it  was  difficult  to 
secure  them  in  the  labor  market,  they  were  often  kept  on  the  payroll, 
even  when  it  was  necessary  to  put  them  on  work  which  was  not  com- 
mensurate with  their  skill.  It  was  generally  considered  that  a  gold 
jeweler  reached  his  prime  between  the  ages  of  forty  and  forty-five.  Be- 
fore that  age  they  were  usually  still  acquiring  the  necessary  skill,  and 
after  that  they  generally  began  to  lose  their  dexterity  and  speed.  Of 
the  company's  staff  of  gold  jewelers,  all  except  one,  who  was  twenty- 
seven  years  of  age,  were  between  fifty  and  seventy  years  of  age.  In 
order  to  provide  for  new  and  younger  gold  jewelers  the  company  had, 
in  1941,  hired  five  young  men  as  apprentices.  These  men  were  paid 
the  minimum  company  wage  of  35  cents  an  hour  and,  in  addition,  were 
being  sent  to  a  night  school  three  times  a  week  to  study  art  and  design. 
Silver  jewelers  worked  on  less  expensive  jewelry  and  did  work  similar 
to  that  of  the  gold  jewelers.  They  did  not  have  as  steady  work  as  the  gold 
jewelers,  since  it  was  possible  to  shift  the  latter  to  silver  work.  Three 
years  was  considered  the  normal  training  period  for  a  silver  jeweler 
and  they  were  paid  from  35  to  50  cents  an  hour.  Exhibit  1  is  a  record 
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of  the  weekly  earnings  of  two  representative  silver  jewelers,  performing 
the  same  type  of  work,  from  January  4  through  March  22,  1941,  as 
taken  directly  from  the  company's  payroll  records. 

As  indicative  of  the  rapid  changes  in  the  number  of  employees 
required  by  changes  in  production,  in  one  department  employing 
women  doing  hand  operations  on  the  inexpensive  jewelry  lines,  there 
were  ninety-three  employees  on  March  8  and  seventy  on  April  5,  1941. 

The  variety  of  items  in  the  company's  line  made  it  impractical  to  keep 
them  in  stock  to  meet  deliveries.  It  was  a  rigid  custom  in  the  jewelry 


Exhibit  1 

Continental  Jewelry  Company 

Weekly  Payroll  of  Two  Silver  Jewelers,  January  4-March  22,  1941 


Worker  A 

Worker  B 

Week  Ending 

Hours 

Earnings 

Hours 

Earnings 

January  4  

30* 

S  11.00 

28 

$  12.60 

11  

48* 

19.11 

31* 

14.21 

18  '.  

48| 

19.11 

4H 

19.01 

25  

451 

20.87 

49 

24.21 

February  1  

57 

23-71 

50 

25.22 

8  

54 

21.80 

54 

27.38 

15  

42* 

15.65 

46* 

26.70 

22  

42* 

15.65 

40* 

18.22 

March  1  

48 

18.72 

22 

9.92 

8  

39 

14.12 

33 

14.95 

15  

42| 

15.65 

31 

14.00 

22  

431 

16.16 

42 

19.28 

Total  

542 

$211.55 

469 

S225.70 

Note:  Time  and  one-half  was  paid  for  work  over  40  hours  a  week. 


trade  to  avoid  shipments  of  incomplete  orders.  For  instance,  if  the 
company  could  fill  part  of  a  sales  order  from  stock  but  had  to  manu- 
facture the  rest,  shipment  of  the  entire  order  was  held  up  until  the 
last  item  had  been  produced.  This  situation  frequently  had  resulted  in 
late  deliveries.  Whereas  perhaps  only  two  dozen  rings  of  a  certain  style 
had  been  ordered,  several  dozen  would  be  manufactured  in  order  to 
secure  the  economies  of  producing  a  larger  lot.  Thus,  the  entire  order 
requiring  two  dozen  rings  would  be  delayed  until  the  manufacturing 
order  for  several  dozen  rings  had  been  completed.  Furthermore,  the 
unevenness  of  production  that  existed  in  the  various  manufacturing 
departments  because  foremen  were  unable  to  plan  their  work  often 
accentuated  the  problem  of  delayed  shipment. 
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In  an  attempt  to  remedy  the  delivery  problem  and  to  reduce  labor 
costs  by  making  it  possible  for  foremen  to  plan  work  in  advance  and 
thus  reduce  lost  time  and  overtime,  Mr.  Stoll  had  devised  a  system  for 
leveling  out  production.  An  investigation  of  past  sales  records  indi- 
cated that  sales  of  several  styles  of  rings  could  be  depended  upon  from 
season  to  season,  and  these  styles  were  manufactured  for  inventory 
when  sales  declined  seasonally.  In  the  spring  of  1941  the  plant  was 
kept  busy  mainly  by  producing  for  stock.  In  addition  to  the  accumula- 
tion of  inventory,  Mr.  Stoll  had  made  an  addition  to  the  control  system 
whereby  he  felt  that  work  could  be  planned  more  effectively.  When 
the  new  control  system  was  being  devised,  Mr.  Brennen  had  expressed 
an  opinion  that  it  could  not  be  of  significant  value,  and  some  difficulty 
had  been  encountered  in  obtaining  desired  information  from  the  pro- 
duction office. 

Under  the  regular  plan,  production  cards  which  were  sent  to  the 
production  departments  were  always  returned  to  the  production  office 
when  work  was  completed.  Thus,  for  instance,  when  the  card  from  the 
press  room  was  returned,  it  was  known  that  the  work  had  been  delivered 
to  the  specified  making  department;  when  the  card  from  the  stone 
department  was  returned,  it  was  known  that  the  stones  had  been  put  on 
the  rings;  and  when  the  card  from  the  polishing  department  was 
returned,  the  order  had  been  completed.  This  procedure  varied  accord- 
ing to  the  production  plan  for  each  article.  Some  items  were  polished 
before  the  stones  were  set,  and  others  required  coloring  or  chemical 
treatment.  As  an  addition  to  this  system,  Mr.  Stoll  had  devised  what 
he  referred  to  as  a  "time  table  card"  for  each  order.  This  card  had  in- 
formation on  it  similar  to  that  on  the  production  cards.  On  the  back  of 
this  card  was  to  be  stamped  the  date  when  each  order  was  started  and 
when  each  production  card  was  returned.  An  analysis  of  these  dates 
then  would  show  the  time  an  order  stayed  in  each  department  and  indi- 
cate possible  time  lost  in  and  among  departments.  This  information 
was  to  be  compiled  daily  for  each  department  on  a  form  with  the 
following  headings:  "In";  "Out";  "Balance";  "Process";  "Available." 
In  the  In  column  was  to  be  recorded  daily  the  number  of  dollars  of 
labor  at  standard  which  was  included  in  the  orders  sent  to  that  depart- 
ment. A  similar  figure  for  the  orders  completed  in  that  department  for 
the  day  was  to  be  recorded  in  the  Out  column.  The  Balance  column 
recorded  the  difference  between  the  work  put  in  and  the  work  taken 
out  of  a  department  during  the  day.  The  work  in  process  in  the  depart- 
ment was  recorded  in  the  Process  column;  and  the  total  of  the  Bal- 
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ance  and  Process  columns,  recorded  in  the  Available  column,  gave  the 
total  work  in  that  department.  By  watching  the  Available  amount 
of  work  in  each  department  and  attempting  to  balance  it  among  depart- 
ments, Mr.  Stoll  felt  that  it  would  ultimately  be  possible  to  even  out  the 
flow  of  production  through  the  plant.  When  a  large  amount  of  work 
was  accumulating  or  likely  to  accumulate  in  one  department,  remedial 
steps  could  be  taken;  if  a  slack  in  production  was  foreseen,  fill-in  work 
for  stock  could  be  started.  Ultimately,  it  was  hoped  that  production 
would  be  evened  out  so  that  the  same  number  of  days  of  work  could  be 
maintained  at  all  times  in  each  department,  with  exception  of  the 
press  department,  where  a  few  more  days  would  be  needed  in  order  to 
plan  efficient  machinery  utilization. 

The  new  addition  to  the  production  control  system  was  being  tested 
in  April,  1941,  and  results  were,  as  yet,  unavailable.  In  putting  the 
system  into  effect,  Mr.  Stoll  had  worked  with  the  production  control 
clerk.  He  intended  to  watch  the  system  closely  until  it  was  operating 
smoothly,  at  which  time,  Mr.  Brennen  was  to  be  responsible  for  its 
operation  and  administration. 

After  the  new  production  control  system  was  operating  effectively, 
Mr.  Stoll  planned  to  turn  his  attention  to  a  system  of  process  costs  to 
control  manufacturing  expenses.  The  report  on  actual  labor  costs  com- 
pared with  labor  at  standard  for  the  whole  plant,  which  was  begun 
in  1940,  was  not  considered  entirely  adequate,  since  it  was  impossible 
on  the  basis  of  that  report  to  point  out  to  Mr.  Brennen  exactly  in  what 
areas  costs  were  out  of  line  and  to  hold  him  responsible  for  their  cor- 
rection. All  that  was  known  was  that  labor  efficiency  was  not  com- 
pletely satisfactory.  It  was  planned,  therefore,  to  compile  costs  on  each 
operation  daily  and  compare  these  costs  with  the  standards.  The  varia- 
tion, then,  between  the  actual  costs  of  a  particular  operation  and  the 
standard  cost  for  that  operation  would  indicate  the  places  where  action 
was  needed.  Furthermore,  by  means  of  the  daily  collection  of  that 
information,  it  would  be  possible  to  maintain  a  constant  check  to  see 
that  more  efficient  results  were  being  obtained. 

Materials  were  purchased  by  three  different  persons  in  the  company. 
The  head  of  the  stone  department,  who  had  had  a  great  deal  of  expe- 
rience in  dealing  with  jewels,  was  responsible  for  stone  purchases. 
Standards  for  stone  purchases  had  been  developed;  and,  by  means  of 
a  perpetual  inventory  system,  the  time  and  amount  to  order  had  been 
defined.  A  trained  person  was  required,  however,  in  order  to  evaluate 
the  quality  of  stones,  and  company  officers  considered  their  stone  buyer 
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very  satisfactory  in  that  respect.  Because  of  the  disturbed  conditions  in 
the  stone  market  in  1940—41,  it  frequently  had  been  necessary  to  make 
unusual  purchases.  The  company's  regular  stone  suppliers  often  in- 
formed the  company  of  special  lots  of  stones  appearing  on  the  market; 
and,  since  it  was  impossible  to  depend  on  an  even  supply,  the  company 
occasionally  made  far  larger  purchases  than  normal.  The  head  of  the 
stone  department  was  required  to  secure  the  approval  of  Mr.  Lynch 
before  such  unusual  purchases  were  made.  Gold  was  purchased  daily 
under  Mr.  Stoll's  supervision.  There  was  no  question  concerning  the 
price  or  quality  of  gold,  and  it  could  be  secured  on  short  notice.  Other 
materials,  such  as  brass,  copper,  and  operating  supplies,  were  purchased 
in  the  production  department,  where  a  perpetual  inventory  was  kept 
and  ordering  was  considered  a  routine  matter.  One  man  spent  half  his 
time  interviewing  suppliers  and  maintaining  adequate  stocks  of  ma- 
terials. 

Each  article  of  jewelry  was  inspected  upon  completion,  but  there  was 
no  regular  inspection  procedure  during  manufacture.  Nevertheless,  mis- 
takes were  often  discovered  in  some  manufacturing  departments  because, 
in  many  cases,  one  operation  could  not  be  performed  unless  the  preceding 
operations  had  been  done  correctly.  Department  foremen  were  responsi- 
ble for  quality  of  work  in  their  departments.  Company  officers  stated  that 
it  was  not  difficult  to  determine,  on  the  finished  product,  in  which  depart- 
ment an  error  had  been  made,  and  hence  responsibility  for  quality  was 
easily  fixed.  Final  inspection  included  weighing  each  group  of  rings 
to  insure  the  conservation  of  material.  Each  ring  was  designed  to  weigh 
a  specified  number  of  pennyweights,  and  because  of  the  value  of  ma- 
terials, this  weight  had  to  be  met  closely  in  order  to  control  material 
costs.  The  chief  inspector  was  one  of  the  company's  oldest  employees. 
In  fact,  half  his  salary  was  charged  to  a  pension  account.  He  was  con- 
sidered an  excellent  inspector,  however,  and  was  respected  by  all  the 
employees  for  his  ability.  The  number  of  men  assisting  him  depended 
upon  the  volume  of  work  to  be  inspected.  He  generally  had  two  or 
three  helpers;  but  when  production  increased  and  more  inspectors  were 
required,  he  usually  took  experienced  helpers  who  were  familiar  with 
the  manufacturing  operations. 

The  company's  designer  designed  the  ring  line,  and  an  assistant 
designed  the  chain-store  and  premium  lines.  Design  was  very  important 
in  all  the  lines,  since  wider  margins  could  be  obtained  on  well-styled 
jewelry.  After  Mr.  Lynch  became  president  of  the  company,  he  sent 
the  designer  into  the  field  to  travel  with  salesmen  and  visit  jewelry 
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centers  to  obtain  new  ideas  from  time  to  time.  It  was  Mr.  Stoll's  opinion 
that  the  improvement  in  the  design  of  the  company's  line,  together 
with  the  repricing  of  most  of  the  rings,  had  been  the  principal  factors 
enabling  the  company  to  show  profits  in  1939  and  1940. 

The  chain-store  items  had  to  be  well  designed  to  obtain  the  approval 
of  the  chain  buyers.  If  a  selected  group  of  chain  buyers  refused  to 
consider  an  article,  it  was  usually  dropped  entirely  because  previous 
experience  had  shown  their  judgment  to  have  been  accurate  in  most 
cases.  If  a  design  met  with  the  approval  of  a  chain  buyer,  he  usually  put 
it  on  a  list  from  which  store  managers  of  that  chain  ordered  according 
to  their  needs.  The  company  shipped  to  each  individual  store  in  the 
chain;  but  little  difficulty  had  been  encountered  because,  once  the  item 
was  placed  on  the  chain's  list,  the  company  had  been  able  to  tell  fairly 
accurately  what  the  demand  would  be.  Before  1938,  particularly  during 
the  depression  when  the  demand  for  the  chain-store  line  did  not  drop 
off  as  severely  as  it  did  for  the  rings,  chain-store  business  had  been 
accepted,  even  though  it  was  believed  to  be  unprofitable,  in  order  to 
keep  the  plant  operating.  Mr.  Lynch,  however,  had  decided  not  to  take 
any  such  business  unless  it  was  profitable.  Therefore,  more  attention  had 
been  placed  on  designing  the  chain-store  line  so  that  an  adequate  profit 
margin  could  be  obtained  on  it. 

It  was  estimated,  in  April,  1941,  that  the  company's  plant,  as  a  whole, 
was  operating  at  approximately  65  %  of  capacity.  An  increase  in  output 
of  gold  jewelry  beyond  25%,  however,  might  be  difficult  because  of 
the  uncertainty  regarding  the  company's  ability  to  secure  additional 
gold  jewelers.  During  1940  the  company  advertised  for  seventeen  con- 
secutive weeks  for  gold  jewelers  and  was  able  to  obtain  only  two,  and 
these  were  not  entirely  satisfactory.  For  the  chain-store  and  premium 
lines,  however,  ample  machinery  was  available  for  expanding  output 
two  to  three  times,  and  it  was  felt  that  the  necessary  unskilled  workers 
could  readily  be  secured. 

Mr.  Stoll  expressed  the  opinion  that  the  members  of  the  company's 
executive  organization  were  generally  co-operative  and  congenial.  For 
that  reason  it  had  been  considered  unnecessary  to  define  rigidly  the 
limits  of  responsibility  for  each  officer.  Each  man,  he  said,  was  sensible 
and  reasonable  about  interdepartmental  problems,  since  all  knew  the 
problems  of  the  others.  Mr.  Lynch  exercised  supervision  over  the  or- 
ganization in  a  friendly  manner  by  talking  personally  with  the  members 
almost  daily.  When  it  became  necessary  to  decide  a  problem  affecting 
more  than  one  department,  it  was  Mr.  Lynch's  policy  to  talk  privately 
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with  each  of  the  men  concerned  to  get  his  opinion  and  then  make  his 
own  decision  without  calling  a  formal  meeting.  In  that  way,  Mr.  Stoll 
pointed  out,  Mr.  Lynch  was  not  forced  to  overrule  any  member  of  the 
organization  in  front  of  another,  a  procedure  which  helped  maintain 
morale  among  the  officers. 

Mr.  Lynch  received  daily  reports  of  sales  and  shipments;  he  received 
a  weekly  report  on  productive  efficiency  comparing  actual  and  standard 
labor  costs;  monthly,  he  received  a  profit  and  loss  statement,  balance 
sheet,  and  a  source  and  application  of  funds  statement. 

In  addition  to  Messrs.  A.  R.  Beal,  Mark,  and  Ricker,  Mr.  Lynch  and 
the  company's  attorney,  Mr.  Rubel,  were  members  of  the  board  of 
directors.  The  board,  which  met  monthly  in  New  York  City,  carefully 
considered  the  company's  financial  position,  authorized  large  equipment 
purchases,  and  determined  policies,  regarding  such  questions  as  the  size 
of  inventories,  new  product  lines,  and  changes  in  executive  personnel. 
Mr.  Beal  was  paid  a  salary  as  chairman  of  the  board  of  directors.  Al- 
though nominally  the  largest  stockholder  in  the  company,  Mr.  Beal  had 
been  forced  to  trustee  his  stock  with  a  New  York  bank  in  1938  because 
of  financial  reverses  associated  with  the  company's  losses.  The  balance 
of  the  company's  stock  was  widely  held — some  in  the  hands  of  trustees 
and  most  of  it  by  inactive  stockholders. 

Exhibit  2  presents  the  company's  balance  sheet  as  of  February  28, 
1941,  Exhibit  3  shows  company  sales  from  February  28,  1932,  through 
February  28,  1941,  and  Exhibit  4  gives  value  of  output  as  indicative 
of  jewelry  sales  in  the  United  States  since  1899. 

Exhibit  2 

Continental  Jewelry  Company 

Balance  Sheet  as  of  February  28,  1941 


Assets: 

Current  Assets  $  836,245 

Net  Fixed  Assets   438,198 

Other  Assets   11,354 

Notes  Receivable  Discounted*   60,921 

Total  Assets  $1,346,718 

Liabilities: 

Current  Liabilities  $  131,484 

Reserves   144,000 

Capital  Stock: 

6%  Preferred  Stock   218,640 

Common  Stock   952,320 

Deficit   99,726 

Total  Liabilities  $1,346,718 

*  Contra  account  in  reserves. 
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Exhibit  3 

Continental  Jewelry  Company 

Sales — Years  Ending  February  28 
(In  Thousands) 

1932  $1,382 

1933   738 

1934   722 

1935   935 

1936   1,042 

1937   1,110 

1938   1,315 

1939   1,118 

1940   1,597 

1941   2.118 


Exhibit  4 


Value  of  Output  of  Jewelry  in  the  United  States 
(In  Thousands) 


Year 

All  Jewelry 

Solid  Gold  Jewelry* 

1899  

$  46,129 

1904  

53,226 

1909  

80,350 

1914  

81,006 

1919  

203,939 

1921  

127,231 

1923  

174,004 

1925  

166,816 

1927  

164,865 

$39,555 

1929  

177,387 

43,638 

1931  

87,098 

19,245 

1933  

51,902 

13,026 

1935  

88,087 

22,633 

1937  

118,285 

29,655 

1939  

127,830 

31,408 

*  Not  available  before  1927. 

Source:  U.S.  Bureau  of  the  Census,  Biennial  Census  of  Manufactures,  1927-38. 
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Prior  to  1932  the  Baltimore  Lithographing  Company  had  enjoyed 
seventy  years  of  continuous  profitable  operation  under  the  ownership 
and  personal  direction  of  members  of  the  Andrews  family.  From  1932 
to  1934  the  company  suffered  losses,  but  in  1935  it  again  showed  an 
operating  profit.  The  profit  in  that  year,  however,  was  not  commen- 
surate with  that  of  previous  years  when  the  same  volume  of  business 
had  been  handled.  Therefore,  a  consultant  was  called  in  to  determine 
whether  anything  had  been  left  undone  to  reduce  costs  without  im- 
pairing efficiency.  In  his  report  the  consultant  praised  the  ability  of  the 
company's  officers  and  approved  the  work  they  had  done.  In  addition, 
he  suggested  a  few  sources  of  savings  and  recommended  a  change  in 
the  membership  of  the  company's  board  of  directors.  The  board  mem- 
bers were  the  president  of  the  company,  Mr.  Andrews;  seven  other 
company  officers;  and  Mr.  Andrew's  brother-in-law,  who  was  not  active 
in  the  company's  management.  In  explaining  his  recommendation,  the 
consultant  stated: 

We  believe  the  board  of  directors  should  consist  of  Mr.  Andrews  and  a  group 
of  experienced,  capable  men  from  outside  the  company.  A  board  consisting 
mainly  of  company  officers,  such  as  the  Baltimore  company  now  has,  is  not  in 
accordance  with  accepted  principles  of  corporate  management.  Mr.  Andrews  can 
receive  advice  and  counsel  from  his  officers  whether  they  are  on  the  board  or  not; 
he  sees  them  from  day  to  day  and  they  are  responsible  to  him.  Therefore,  men 
from  the  outside  would  be  an  addition  to,  rather  than  a  change  in,  his  advisory 
staff. 

After  reading  the  recommendation,  an  officer  of  the  company  sug- 
gested that  it  would  be  difficult,  if  not  impossible,  to  find  men  from 
outside  qualified  to  fill  the  board  positions.  He  commented  as  follows: 

In  order  to  assist  Mr.  Andrews,  the  men  selected  should  be  familiar  with  the 
technical  aspects  of  the  lithograph  business.  Intelligent  consideration  of  most  of 
our  problems  requires  such  information.  This  means  that,  in  addition  to  de- 
voting time  to  board  meetings,  they  would  have  to  study  our  industry.  I  sincerely 
doubt  if  they  could  find  time  or  would  be  willing  to  do  this.  In  the  first  place, 
the  demands  of  their  other  affairs  would  not  permit  it.  Secondly,  they  would  be 
lacking  an  incentive.  They  would  not  be  stockholders  or  be  representing  stock- 

467 


468 


POLICY  FORMULATION  AND  ADMINISTRATION 


holders,  and  surely  we  could  not  compensate  them  in  full  for  the  time  they 
would  have  to  spend.  I  do  not  think  it  is  practical  to  apply  the  principle  of  man- 
agement cited  in  the  report  under  such  conditions  as  these. 

The  Baltimore  Lithographing  Company  designed  and  lithographed 
car  cards,  billboard  posters,  and  subway  posters;  window,  counter,  and 
floor  displays;  labels  and  wrappers;  stationery;  cartons;  calendars;  pack- 
age inserts;  and  miscellaneous  items.  All  its  business  was  on  a  job-order 
basis;  it  did  not  manufacture  for  stock.  Its  designing,  or  creative  art 
work,  consisted  of  originating  ideas  for  displays  and  designs,  and  having 
artists  apply  the  ideas.  The  artists'  drawings  were  reproduced  by  lithog- 
raphy. The  company  lithographed  not  only  the  designs  of  its  own  artists 
but  also  those  submitted  to  it  by  customers. 

The  first  process  in  lithographing  is  to  duplicate  designs  on  zinc  or 
aluminum  plates;  a  separate  plate  is  used  for  each  basic  color  in  a 
design.  Occasionally,  the  transferring  is  done  by  hand  by  artists  but 
more  frequently  by  a  photographic  process  whereby  a  design  is  etched 
into  a  plate.  In  either  case,  exactness  is  essential.  Printed  impressions 
of  a  design  are  made  either  on  an  offset  or  on  a  direct  lithograph  press. 
In  the  former,  ink  is  transferred  from  ink  rollers  to  a  design  on  a  plate, 
from  the  plate  to  a  rubber  "blanket"  or  cylinder,  and  from  the  blanket 
onto  paper.  In  the  direct  process,  which  is  usually  used  for  lower  quality 
work,  the  impression  is  transferred  direct  from  plate  to  paper;  a  rubber 
blanket  is  not  used.  Most  of  the  company's  lithographing  was  of  the 
offset  class. 

The  company  had  a  reputation  for  doing  high-quality  work.  Al- 
though most  quality  differences  in  lithographing,  particularly  of  posters, 
are  not  always  discernible  by  laymen,  they  are  discernible  by  lithog- 
raphers themselves  and  by  most  advertisers.  The  grade  of  quality  is 
partially  dependent  upon  the  mechanical  equipment  used  but  primarily 
on  the  skill  of  workmen  who  prepare  plates,  transfer  designs  to  plates, 
or  operate  presses.  In  1937,  481  of  the  company's  624  factory  employ- 
ees were  skilled  workmen;  some  of  them  were  artists.  This  number  did 
not  include  those  artists  doing  creative  art  work.  The  company's  plant 
was  located  in  Baltimore,  Maryland;  all  its  lithographing  was  done  in 
that  plant.  The  company  had  trained  most  of  its  workers  itself.  They 
started  as  apprentices,  advanced  to  journeymen,  and  eventually  became 
skilled  operators.  Some  of  them  were  the  second  and  third  generations 
of  families  working  for  the  company.  Until  1937  the  workers  were  not 
members  of  a  union.  A  strong  lithograph  union  had  been  in  existence 
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for  many  years,  but  it  had  not  organized  the  lithograph  workers  in 
Baltimore.  Mr.  Andrews  and  other  company  officers  had  tried  to  create 
a  friendly  atmosphere  in  the  plant;  they  called  most  of  their  employees 
by  their  first  names.  The  workers  were  encouraged  to  voice  opinions  on 
working  conditions  and  on  the  treatment  they  were  receiving.  They 
were  paid  for  suggestions  which  were  acceptable  to  the  management. 
The  payments  had  varied  from  $5  to  $500,  depending  upon  the  value 
of  the  suggestion.  In  1922  a  "Works  Council"  was  organized;  it  con- 
sisted of  sixteen  workers  and  sixteen  officers.  Each  worker  member 
represented  a  division  of  the  plant  and  was  elected  by  majority  vote  of 
the  employees  in  his  division.  The  council  met  once  a  month  to  discuss 
such  matters  as  proposed  wage  changes,  the  status  of  the  company's 
business,  and  workers'  grievances. 

Working  conditions  in  the  plant  were  a  source  of  pride  to  the  man- 
agement. The  plant  was  well  lighted,  well  ventilated,  clean,  and  rela- 
tively free  from  accident  hazards.  Workers  had  been  paid  wages  as 
high  and  frequently  higher  than  those  demanded  by  the  union.  In  the 
spring  of  1937,  for  example,  the  company  raised  wages  above  prevail- 
ing union  rates.  In  doing  this,  it  preceded  by  several  months  a  similar 
increase  called  for  by  an  agreement  between  the  union  and  the  Lithog- 
raphers National  Association. 

The  company  had  seven  sales  offices  in  the  East  and  Middle  West. 
Each  of  the  offices  was  under  the  charge  of  a  manager  who,  in  addition 
to  his  own  selling  activities,  supervised  a  sales  force.  Typically,  a  man- 
ager was  the  star  salesman  of  his  office.  Business  was  solicited  from 
two  types  of  customers:  Those  for  whom  the  company  did  art  work, 
lithographing,  and,  in  some  instances,  promotional  planning.  Such 
customers  were  its  chief  source  of  profits.  The  company  attempted  to 
obtain  their  patronage  by  stressing  the  originality  and  effectiveness  of 
its  ideas  and  the  quality  of  its  designing  and  lithographing.  Customers 
of  the  other  type  were  those  for  whom  the  company  did  lithographing 
but  no  designing  or  creative  art  work.  These  customers  usually  did  their 
own  art  work  or  had  it  done  by  a  specialized  agency.  The  company  had 
used  quality  as  its  appeal  to  these  customers,  but  after  1931  it  placed 
equal  emphasis  on  price,  as  will  be  explained  later. 

The  Baltimore  Lithographing  Company  had  grown  from  a  one- 
room  shop  to  one  of  the  largest  companies  in  the  industry.  This  growth 
was  gradual  and  was  financed  entirely  from  accumulated  earnings.  Since 
the  company's  inception,  only  a  part  of  annual  earnings  had  been  dis- 
tributed as  dividends.  Consequently,  by  1930,  40%  of  the  company's 
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assets  were  in  investments;  in  1937,  30%.  The  investment  account 
consisted  almost  entirely  of  government  bonds.  One  officer  said  that  the 
company  was  in  the  lithograph  business,  not  in  the  investment  business; 
and,  therefore,  the  funds  should  be  readily  available  and  the  trouble  of 
caring  for  them  minimized.  The  company  had  no  funded  debt  and  had 
not  borrowed  from  banks. 

In  1937,  Mr.  Andrews  and  five  of  the  seven  other  officers  on  the 
board  of  directors  had  been  employed  by  the  company  for  more  than 
twenty  years.  Of  the  remaining  two,  one  had  been  with  the  company 
fifteen  years  and  the  other,  the  controller,  three  years.  Meetings  of  the 
board  were  held  once  a  month.  Operating  plans  were  sometimes  dis- 
cussed at  meetings,  but  the  proceedings  were  usually  perfunctory. 
Mr.  Andrews  valued  more  highly  occasional  impromptu  conferences 
which  he  had  with  his  officers. 

The  Baltimore  company  was  one  of  few  large  lithograph  companies 
designing  and  reproducing  a  complete  line  of  lithograph  products,  and 
it  was  the  only  one  having  its  plant  in  Maryland.  Throughout  the 
country  there  were  numerous  small  companies  which  specialized  in 
lithographing  one  or  two  types  of  products.  Typically,  the  small  com- 
panies did  little  or  no  art  work;  they  lithographed  material  which  their 
customers  furnished.  They  served  local  markets  and  competed  for 
business  on  a  price,  rather  than  on  a  quality,  basis. 

The  number  of  such  small  companies  increased  rapidly  between 
1920  and  1929  because  of  developments  during  that  period.  Many 
advertisers  organized  art  departments  of  their  own  and  obtained  designs 
and  promotional  plans  from  advertising  agencies  rather  than  from 
lithograph  companies.  This  change  was  made  by  most  large  advertisers 
and,  to  a  lesser  extent,  by  small  advertisers.  Its  immediate  effect  was  to 
increase  the  business  available  for  lithographers  doing  no  art  work.  A 
similar  effect  resulted  from  two  other  developments.  They  were:  (1) 
the  formation  of  companies  specializing  in  the  design  of  packages,  la- 
bels, and  wrappers;  and  (2)  the  development  of  photography,  which 
made  possible  the  occasional  use  of  photographs  as  lithograph  subjects 
in  the  place  of  artists'  drawings. 

The  growth  in  the  number  of  lithographing  companies  was  also 
encouraged  by  improvements  in  mechanical  lithographing  equipment. 
Between  1920  and  1929  the  importance  of  handwork  in  lithographing 
was  substantially  lessened.  Most  hand  transferring,  for  example,  gave 
way  to  perfected,  mechanical  transferring.  Consequently,  small  com- 
panies found  that,  by  employing  fewer  artists,  they  could  lithograph 
material  of  a  quality  acceptable  to  many  advertisers. 
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While  these  developments  were  taking  place,  the  Baltimore  company 
continued  to  make  large  profits.  The  amount  of  its  designing  work 
remained  approximately  the  same.  This  was  possible  because  of  the 
substantial  increase  in  the  total  amount  of  advertising  requiring  de- 
signing work;  this  increase  offset  the  company's  loss  of  designing  busi- 
ness to  advertising  agencies.  Moreover,  the  company's  reputation  for 
quality  work  attracted  a  substantial  volume  of  orders  for  lithographing. 
The  most  important  reason  for  the  company's  success,  however,  was  its 
ability  to  retain  the  patronage  of  fifteen  to  twenty  companies  from 
which  it  received  the  bulk  of  its  business.  For  a  number  of  years,  Balti- 
more salesmen  had  maintained  close  personal  relations  with  men  in 
these  companies.  Typically,  a  salesman  handled  the  account  of  only 
one  or  two  of  the  customers.  He  visited  them  each  day  and  was  con- 
sidered their  adviser  on  advertising  matters. 

Nevertheless,  the  developments  were  not  without  effect  on  the 
company.  It  experienced  a  shift  in  the  relative  volume  and  profitability 
of  its  products.  While  designing  and  lithographing  of  twenty-four-sheet 
or  billboard  posters  declined,  its  display  business  grew.  An  officer  of 
the  company  explained  this  shift  as  follows: 

Billboard  posters,  as  a  method  of  advertising,  undoubtedly  suffered  because  of 
the  growing  popularity  of  radio  advertising  and  the  public's  resentment  at  seeing 
highways  cluttered  with  signs.  Even  so,  the  decline  in  our  poster  business  cannot 
be  explained  by  these  developments  alone.  Advertisers  and  advertising  agencies 
expanding  their  art  departments  found  the  poster  field  relatively  easy  to  invade 
because  commercial  artists  with  sufficient  imagination  and  ability  to  design 
posters  were  not  difficult  to  find.  Our  attempts  to  retain  the  business  by  doing  a 
superior  poster  designing  job  were  of  little  avail.  With  this  change,  we  also  lost 
some  poster  lithographing  business;  it  was  given  to  small  lithographing  com- 
panies. 

On  the  other  hand,  advertisers  and  their  agents  were  less  successful  in  the 
display  field.  There  is  a  premium  on  the  knack  of  designing  displays  which  will 
sell  merchandise.  When  one  of  our  idea  men  conceives  and  constructs  a  display, 
we  have  it  patented.  Furthermore,  we  can  and  do  test  its  effectiveness  in  stores. 
This  gives  us  factual  information  which  facilitates  the  sales  job.  The  art  or  de- 
signing work  on  the  display  is  important,  but  it  is  essentially  because  of  the 
uniqueness  of  the  display  construction  itself  that  other  designers  have  difficulty 
in  competing  with  us  in  this  field. 

While  these  changes  were  occurring,  Mr.  Andrews  and  his  officers 
maintained  their  emphasis  on  quality  art  work  and  quality  lithograph- 
ing. In  support  of  this,  they  strengthened  the  company's  art  department 
by  the  addition  of  more  idea  men. 

The  company's  prices  for  lithograph  work  were  higher  than  those 
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of  most  competitors.  The  officers  believed  that  their  prices  were  justified 
by  the  higher  costs  necessary  for  quality  work,  but  they  wanted  assurance 
that  their  costs  were  not  rising  out  of  proportion.  Therefore,  as  had 
been  done  occasionally  in  the  past,  they  employed  industrial  engineers 
to  assist  them  in  studying  costs. 

In  1928  and  1929,  several  of  the  company's  biggest  customers  joined 
in  mergers  and  gradually  reduced  the  amount  of  business  they  gave  the 
Baltimore  company.  By  the  end  of  1931  they  were  giving  it  virtually 
no  orders  for  art  work  and  few  for  lithographing.  Like  other  large 
advertisers,  they  organized  art  departments  of  their  own  or  turned  to 
advertising  agencies  for  art  service.  The  value  of  the  Baltimore  sales- 
men's personal  relations  with  the  companies  lessened  when  the  direction 
of  their  advertising  was  centralized  under  new  men. 

Inasmuch  as  this  business  did  not  end  abruptly,  the  company  was 
able  to  show  satisfactory  profits  for  a  few  years  after  the  mergers.  In 
1929  the  officers  of  the  company  decided  that  they  should  increase 
their  efforts  to  obtain  business  from  small  companies.  They  also  decided 
that  this  sales  effort  should  be  continuous,  because  such  companies, 
when  they  expanded,  were  likely  to  transfer  their  alliance  to  advertising 
agencies.  The  salesmen  who  had  been  maintaining  relations  with  one 
or  two  customers  were  instructed  to  seek  new  business.  The  company's 
sales  promotion  department  was  to  assist  them  by  furnishing  leads,  by 
directing  the  company's  advertising,  and  by  informing  them  of  the 
results  of  field  tests  of  store  displays.  In  1930,  for  example,  the  company 
introduced  a  counter  basket  for  the  display  of  merchandise.  It  proved 
effective  in  tests  and  soon  became  an  important  element  of  the  com- 
pany's sales  program. 

The  general  business  depression  struck  the  lithograph  industry  in 
1931.  By  that  time  most  advertisers  were  discouraged  with  their  efforts 
to  advertise  themselves  out  of  the  depression.  The  Baltimore  company's 
business  fell  off  sharply,  and  its  first  losses  were  suffered.  Customers  for 
lithographing  work  placed  more  emphasis  on  price,  and  the  company's 
quality  appeal  was  useful  only  when  its  prices  were  virtually  the  same 
as  those  of  competitors. 

As  its  volume  of  business  declined,  the  company  operated  its  plant 
at  reduced  capacity.  Available  work  was  so  distributed  among  employees 
that  more  men  were  employed  than  were  needed.  During  the  period 
1931-34  the  unskilled  and  some  semiskilled  workers  were  laid  off,  but 
the  skilled  workers  were  retained.  It  was  feared  that  otherwise  they 
might  move  to  distant  cities  in  search  of  work  and  be  lost  permanently 
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to  the  company.  Their  weekly  earnings  decreased  substantially;  they 
were  paid  by  the  hour,  and  hourly  rates,  as  well  as  the  number  of  work- 
ing hours,  were  reduced.  Those  who  could  prove  great  need  were  given 
special  consideration.  Such  cases  were  carefully  investigated  so  that  an 
equitable  arrangement  could  be  made. 

The  company  continued  to  stress  quality  in  its  art  work  and  in  the 
lithographing  of  its  own  designs.  It  began  competing  for  other  litho- 
graphing business,  however,  more  on  a  price  basis  than  it  had  formerly. 
This  was  done,  even  though  it  meant  accepting  orders  at  a  loss.  It  was 
reasoned  that  such  business  helped  cover  fixed  charges  and  made  work 
for  employees.  To  minimize  losses,  company  officers  thought  they  should 
lessen  their  quality  emphasis  on  orders  obtained  in  price  competition. 
Consequently,  in  scheduling  work  through  the  plant,  quality  work  was 
given  to  the  most  skillful  workmen,  and  work  of  less  quality  to  those 
somewhat  less  skillful.  The  line  of  demarcation  between  the  groups  of 
workmen  was  not  definite;  they  worked  under  the  same  foreman  and 
were  not  told  what  quality  was  required  on  a  specific  job.  No  great 
reduction  in  quality  resulted.  For  example,  an  order  for  lithographing 
a  large  quantity  of  forms  was  received  by  the  company.  Test  runs  of  the 
forms  were  approved  by  a  representative  of  the  customer.  Yet,  when 
an  officer  of  the  Baltimore  company  inspected  the  forms,  he  insisted  that 
the  plate  be  retouched  and  the  forms  rerun  because  the  work  was  not 
satisfactory  to  him.  In  the  consultant's  report  in  1937  it  was  stated  that 
the  company  should  attempt  to  lower  its  quality  standards;  it  was  giving 
more  quality  than  competitors  but  charging  the  same  prices. 

In  1932  Mr.  Andrews  resigned  and  selected  as  president  a  man  from 
outside  the  company,  a  successful  and  experienced  business  executive. 
The  new  president  studied-  the  company's  affairs  for  six  months  before 
introducing  changes.  He  approved  of  emphasizing  creative  art  work  and 
attempting  to  obtain  business  from  small,  promising  companies.  He 
also  approved  of  competing  for  "filler"  business  on  a  price  basis  and  of 
keeping  skilled  workers  in  the  company's  employ  as  long  as  possible. 
In  the  latter  part  of  1932  he  made  some  changes  in  officer  personnel. 
He  replaced  the  company's  controller  by  a  man  from  outside  the 
company.  The  department  had  been  maintained  in  outmoded  fashion, 
and  the  new  man  was  to  reman  and  modernize  it.  The  company's  sales 
manager,  a  man  over  seventy  years  of  age,  was  replaced  by  a  younger 
man  from  the  outside,  and  an  officer  was  added  to  the  art  department. 

In  1934  the  new  president  left  and  Mr.  Andrews  returned  to  his  posi- 
tion as  president  of  the  company.  The  morale  of  the  organization  had 
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been  disturbed  by  the  changes,  and  Mr.  Andrews  considered  it  desirable 
that  he  resume  active  duty.  The  new  sales  manager  left;  and  an  assistant 
sales  manager,  who  had  been  with  the  company  for  years,  took  his  place. 
The  other  two  new  officers  remained  and  were  considered  valuable  addi- 
tions to  the  executive  personnel. 

The  company  made  extensive  machinery  replacements  in  1935.  The 
new  equipment  had  been  under  consideration  for  years,  but  its  purchase 
had  been  postponed  until  business  improved.  As  a  result  of  the  changes, 
the  company's  officers  considered  their  plant  the  most  modern  and  best 
equipped  in  the  country.  The  machinery  was  paid  for  by  liquidating 
some  government  bonds. 

In  1931  the  company  had  added  a  cellophane  printing  department. 
The  practicability  of  this  addition  was  studied  and  approved  by  members 
of  the  board  of  directors.  They  recognized  that  the  addition  of  this 
department  offered  some  production  complications,  such  as  the  training 
of  workers,  and  research  in  processes.  The  technique  of  cellophane 
printing  differs  substantially  from  that  used  in  ordinary  lithographing. 
The  board  decided,  however,  that  this  expansion  was  warranted,  inas- 
much as  printed  cellophane  wrappers  offered  good  sales  possibilities  and 
would  be  an  aid  to  their  salesmen. 

After  the  Wagner  Act,  which  fostered  collective  bargaining  by  work- 
ers, went  into  effect,  the  company's  employees  requested  that  the  works 
council  be  continued.  Moreover,  at  that  time  they  considered  forming 
or  joining  a  union.  Leaders  of  the  group  investigated  three  alternatives: 
forming  a  company  union,  joining  a  new  union  affiliated  with  a  rela- 
tively new  national  labor  organization,  or  joining  the  established  litho- 
graph union.  The  leader  consulted  officers  of  the  organized  unions  and 
asked  for  information  from  company  officers.  A  number  of  workers 
favored  forming  a  company  union.  Rather  than  to  pay  dues  to  a  national 
organization,  they  wanted  to  accumulate  payments  to  finance  an  annual 
company  party.  A  group  of  highly  skilled  workers  preferred  to  join 
the  established  union.  Their  prime  objective  was  to  retain  their  jobs 
with  the  Baltimore  company  because  any  change  of  employment  in 
their  case  would  probably  necessitate  their  moving  to  another  city. 
They  thought  the  established  union  offered  them  this  security;  it  had 
not  encouraged  strikes  and  was  headed  by  a  man  experienced  in  labor 
union  administration.  By  the  same  line  of  reasoning  they  concluded 
that  joining  the  new  union  would  be  their  least  desirable  move.  Further- 
more, they  did  not  want  to  form  a  company  union  or  remain  unor- 
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ganized  because  they  would  be  vulnerable  to  organization  by  outside 
organizers  at  some  future  date. 

The  highly  skilled  men  were  most  concerned  about  the  unskilled 
workers  because  the  latter  had  less  regard  for  their  jobs;  it  made  little 
difference  to  them  whether  they  worked  for  a  company  in  the  lithograph 
industry  or  in  some  other  industry.  On  their  own  initiative,  the  skilled 
workers  persuaded  a  large  majoritv  of  the  company's  employees  to  join 
the  established  union.  By  the  fall  of  193"  about  ^2(rc  of  them  had 
done  so. 

The  company's  management  regarded  favorably  the  decision  made 
by  the  workers.  The  production  manager  knew  the  head  of  the  union 
and  considered  him  one  of  the  most  capable  labor  leaders  in  the  coun- 
try. One  of  the  other  officers  said  that  the  union  head  had  been  tolerant 
in  his  administration  and  had  proved  himself  to  be  familiar  with  the 
conditions  and  problems  of  the  industry.  He  added  that  the  union's 
magazine  was  accepted  as  the  most  useful  periodical  dealing  with 
lithograph  manufacturing. 

After  the  union  affiliation  Mr.  Andrews  and  his  officers  decided  that 
no  change  in  their  treatment  of  employees  was  necessary  or  advisable. 
They  hoped  to  retain  the  friendly  feeling  that  had  prevailed.  In  addition, 
they  planned  to  continue  to  surpass  competitors  in  providing  desirable 
working  conditions  and.  when  profits  permitted,  offer  wages  above  the 
minimum  demands  of  the  union. 
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The  early  history  of  rhe  Woodman  Chair  Company  went  back  to 
183".  when  Ezekiei  Woodman  started  a  small  woodworking  shop  in 
Van  Hornsville.  Xew  York,  with  the  help  of  his  eldest  son,  Joshua. 
Joshua's  mechanical  aptitudes  manifested  themselves  in  his  interest  in 
machines,  and  over  a  period  of  time  he  developed  a  lathe,  as  well  as 
other  woodworking  machinery.  As  new  machines  were  added,  a  larger 
plant  was  required;  and  Joshua  finally  persuaded  his  father  to  build  a 
new  plant  on  the  James  River  in  Jamestown,  New  York.  While  James- 
town proved  a  desirable  location  from  the  standpoint  of  manufacturing 
operations,  it  was  removed  from  the  growing  centers  of  trade;  and  it 
was  to  compensate  for  this  factor  that  during  the  Civil  War  period 
Joshua  Woodman  opened  an  assembly-plant  warehouse,  first  in  New 
York  Citv  and  then  in  Boston.  During  the  twenty-five  years  which 
followed,  similar  warehouses  were  established  in  Philadelphia,  Norfolk, 
New  Orleans,  Cleveland,  Chicago,  San  Francisco,  and  Seattle. 

During  this  period,  one  of  the  carpenters  in  the  plant  had  developed 
a  machine  knife  to  splice  the  rattan  which  the  company  was  using  for 
cane  seating  in  some  of  its  chairs.  This,  in  turn,  led  to  the  discovery 
that  the  reed  or  center  of  the  rattan  vine,  when  moistened,  could  be 
woven  by  hand  into  different  patterns  and  onto  various  shaped  frames. 
These  two  developments  resulted  in  an  endless  variety  of  new  products: 
baskets,  reed  and  rattan  chairs,  baby  carriages,  and  children's  toys  woven 
out  of  reed  and  rattan,  to  mention  only  a  few.  In  18"  Joshua  Wood- 
man purchased  the  Colonial  Chair  Company  in  Woodland,  New  York, 
where  he  continued  the  production  of  wooden  chairs,  and  in  1884  the 
Rattan  Chair  Company  of  Utica,  New  York,  where  he  centralized  the 
production  of  baby  carriages  and  reed  and  rattan  chairs,  including  chairs 
for  railway  coaches  and  public  halls.  In  188"  he  acquired  a  plant  in 
Cleveland  for  the  manufacture  of  reed  chairs  and  baby  carriages.  When 
Joshua  Woodman  died  in  1889,  having  directed  the  company's  destiny 
for  over  a  half  century,  his  eldest  son,  Samuel,  succeeded  him  as  presi- 
dent. 

Shortly  after  the  turn  of  the  century,  Samuel  Woodman  sold  addi- 
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tional  capital  stock  to  finance  large  additions  to  both  the  Jamestown 
and  Cleveland  plants.  In  1914  the  company  acquired,  through  an  ex- 
change of  stock,  the  assets  of  Joseph  Lee  and  Sons  Company,  chair 
manufacturers  located  in  Spokane,  Washington,  the  center  of  the  newly 
opened  timberlands  of  the  Pacific  Northwest.  At  about  the  same  time, 
the  company  opened  a  showroom  and  a  warehouse  in  Memphis,  Ten- 
nessee, and  Omaha,  Nebraska,  making  a  total  of  eleven  warehouses  in 
operation. 

In  1919  the  company  exchanged  S3, 690, 000  of  its  preferred  stock 
for  all  the  outstanding  stock  of  the  Fibre  Products  Corporation  of  Rock- 
ford,  Illinois.  The  latter  company  owned  patented  machinery  which 
twisted  strips  of  paper  into  small  "ropes"  of  fibre  that  were,  subse- 
quently, machine  woven  on  frames.  At  the  time  of  its  purchase  this 
company  sold  a  complete  line  of  furniture,  baby  carriages,  and  go-carts, 
all  woven  of  fibre.  Contrary  to  policies  followed  in  the  past,  the  Fibre 
Products  Corporation  was  not  consolidated  with  the  Woodman  Chair 
Company,  except  for  financial  and  accounting  control;  it  continued  to 
operate  independently,  shipping  its  products  directly  from  the  factory 
to  the  dealer,  except  in  a  few  large  cities,  where  storage  warehouses 
were  used.  Mr.  Charles  Higgins,  former  owner  of  the  company,  was 
made  general  manager  of  the  Fibre  Products  Division  and  was  held 
solely  responsible  for  its  operations;  he  reported  directly  to  Samuel 
Woodman. 

Thus,  in  a  period  of  only  slightly  more  than  eighty-five  years,  the 
Woodman  Chair  Company  had  grown  from  a  small,  two-man  wood- 
working shop  into  a  S 2 5, 000,000  company  operating  six  manufacturing 
plants  and  eleven  warehouses,  from  which  it  distributed  wood,  reed, 
rattan,  and  fibre  household  chairs,  and  chairs  constructed  from  the  same 
materials  for  public  seating  in  buses,  railway  cars,  and  auditoriums,  as 
well  as  a  complete  line  of  children's  vehicles  in  fibre,  reed,  rattan,  and 
wood.  (See  Exhibits  2  and  3. ) 

During  the  years  which  followed,  Samuel  Woodman  took  definite 
steps  to  formalize  and  round  out  his  executive  organization  located  at 
the  home  office  in  Jamestown.  As  a  first  step,  he  appointed  a  general 
factory  manager,  a  general  sales  manager,  and  a  general  purchasing 
agent.  Later  he  set  up  a  designing  department  and  a  sales  service  depart- 
ment with  a  manager  in  charge  of  each;  and  a  general  advertising  man- 
ager was  appointed.  As  the  organization  developed,  better  methods  of 
executive  control  were  established,  including  the  installation  of  a  very 
detailed  and  complete  uniform  accounting  system.  This  was  a  so-called 
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"job  cost  or  production  order  cost  system"  and  was  set  up  under  the 
supervision  of  Mr.  Grey,  the  treasurer.  As  each  order  was  received,  it 
was  broken  down  into  its  component  parts;  and  a  job  ticket,  together 
with  an  inventory  requisition  ticket,  was  written  for  each  manufacturing 
operation.  As  the  order  moved  from  one  department  to  the  next,  actual 
cost  of  materials  requisitioned  was  charged  to  the  order  and  credited 
to  inventory.  Such  material  costs  were  obtained  from  perpetual  in- 
ventory records,  which  maintained  the  identity  and  the  cost  of  each 
incoming  shipment  of  materials  from  the  time  it  was  received  until  it 
went  into  production.  Also,  actual  labor  costs  were  accumulated  on  each 
job  as  it  passed  through  each  manufacturing  operation.  Factory  burden 
costs  were  charged  on  a  departmental  basis  as  a  percentage  of  direct 
labor  costs.  This  system  enabled  the  management  to  determine  accu- 
rately the  manufacturing  costs  of,  and  ultimately  the  profitability  of, 
each  product  line;  and  this,  it  felt,  was  essential  before  accurate  selling 
prices  could  be  set  or  intelligent  sales  policies  established. 

During  the  same  period  the  company  took  steps  to  consolidate  its 
operations.  The  pattern  lines  were  studied,  and  those  used  only  infre- 
quently were  discarded,  enabling  the  company  to  reduce  substantially 
the  number  of  styles  and  designs  which  it  had  been  carrying.  Concur- 
rently, finished  goods  inventories  in  the  warehouses  were  analyzed,  and 
it  was  found  that  there  was  a  certain  amount  of  slow-moving,  if  not 
obsolete,  stock  on  hand.  In  spite  of  markdowns  taken  on  this  merchan- 
dise in  order  to  dispose  of  it,  the  company  continued  to  carry  profits  to 
surplus,  enabling  it  to  maintain  the  dividend  record,  uninterrupted 
from  1900  to  1927  on  both  the  preferred  and  common  stock. 

However,  new  forces  destined  to  affect  the  future  of  the  furniture 
industry  were  developing  and  soon  became  apparent. 

Nineteen  hundred  and  twenty-eight  was  the  last  year  in  which  the  whole 
industry  showed  a  profit.  Members  of  the  industry  declared  that  depression  was 
felt  even  then,  that  1927  was  its  last  good  year.1 

Manufacturers  attributed  the  decline  in  demand  for  new  furniture 
to  several  different  factors.  In  the  first  place,  they  said,  the  automobile 
had  become  the  one  thing  most  desired  by  the  average  family.  Not  only 
did  it  enable  entire  families  to  get  out  of  the  house  in  the  evening  and 
over  week  ends,  so  that  they  spent  fewer  hours  with,  and  therefore 
tired  more  slowly  of,  the  old  furniture;  but  automobile  styles  changed 
each  year,  and,  being  unable  to  afford  both  a  new  car  and  new  furniture, 

1  "Household  Furniture,"  Printers'  Ink,  February,  1938,  p.  8. 
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most  families  kept  the  old  furniture  and  bought  a  new  automobile. 
Also  at  about  this  same  time,  the  small  apartment  and  the  bungalow 
or  cottage-style  house  were  becoming  more  and  more  popular.  Small 
rooms  with  compact  fittings  and  a  few  pieces  of  furniture  were  eco- 
nomical to  furnish  and  easy  to  clean.  Thus,  instead  of  buying  complete 
sets  of  dining  and  living  room  furniture,  the  new  bride  needed  only  a 
divan  plus  an  occasional  living  room  chair  and  perhaps  a  dinette  set,  if 
one  had  not  been  built  into  the  apartment.  If  this  was  an  era  of  auto- 
mobiles and  small  houses,  they  argued,  it  might  also  be  termed  a  "silk 
stocking  era,"  since  it  was  about  this  time  that  women  generally  adopted 
silk  stockings  for  everyday  wear.  In  contrast  to  the  smooth,  highly 
polished  surfaces  of  hardwood  pieces,  a  rough  piece  of  rattan  or  an 
occasional  cracked  reed  could  easily  damage  a  pair  of  stockings,  and 
this  was  undoubtedly  an  important  factor  in  the  sudden  shift  in  demand 
toward  soft,  overstuffed  furniture  and  upholstered  hardwood  chairs.  (See 
Exhibit  4.) 

The  concurrent  development  of  a  furniture  manufacturing  center  in 
the  South  was  perhaps  the  severest  blow  to  the  old  established  furniture 
companies.  The  most  prominent  wood  furniture  centers  had  been  James- 
town, Grand  Rapids,  and  Rockford,  Illinois.  (See  Exhibit  5.) 

There  was  a  reason  for  settling  Grand  Rapids  in  the  beginning;  furniture  at 
the  time  was  made  of  solid  hard  woods  and  the  hard  wood  forests  stood  near  at 
hand.  But  as  veneers  began  to  displace  solid  wood,  and  the  commonest  core  was 
gum  wood,  the  South  took  on  a  definite  attraction  for  the  manufacturer  who 
wished  to  be  close  to  his  raw  material.  Savings  in  freight  charges  and  savings  in 
labor  costs  combined  to  bring  enterprise  into  towns  in  Virginia,  Maryland,  Ten- 
nessee, and  the  Carolinas.  The  quality  of  manufacture  at  first  was  uniformly  low, 
but  today  the  South  produces,  its  share  of  better  merchandise.  Southerners  have 
been  pioneers  in  the  modernization  of  production  methods.2 

Furniture  manufacturing  in  the  southern  states  in  the  past  10  years  has  grown 
by  leaps  and  bounds.  In  1920  this  industry  in  the  South  consisted  of  a  few  scat- 
tered plants  manufacturing  the  cheaper  grades  of  furniture.  Today  this  picture 
is  far  different.  .  .  .  Furniture  made  in  the  South  is  produced  in  plants  prob- 
ably more  modern  than  those  existing  in  other  sections  of  the  United  States.3 

Southern  furniture  factories  make  not  only  staple  lines  of  tested  quality,  but 
progressive  manufacturers,  through  continued  expansion  and  modernization  of 
facilities  and  improved  methods,  have  kept  in  the  vanguard  of  style  trends.4 

Southern  furniture  manufacturers  now  lead  the  country  in  the  volume  of  wood 
and  household  furniture  produced.  Two  southern  states,  Virginia  and  North 


2  "Household  Furniture,"  Printers'  Ink,  February,  1938,  p.  8. 

3  "Southern  Furniture  Industry,"  Manufacturer's  Record,  January,  1933,  p.  20. 

4  "Furniture  Making  in  the  South,"  Manufacturer's  Record,  October,  1935,  p.  24. 
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Carolina,  produce  nearly  one-half  of  the  bedroom  and  dining  room  furniture 
consumed  in  the  country  as  a  whole.6 

In  August,  1927,  while  in  Rockford,  Samuel  Woodman  was  stricken 
with  a  heart  attack  and  died.  Shortly  thereafter  John  Woodman,  thirty- 
one-year-old  son  of  Samuel  Woodman  and  great-grandson  of  Ezekiel 
Woodman,  was  elected  president  of  the  company.  Upon  completing 
his  education  at  Yale  University,  John  Woodman  had  started  working 
in  the  Utica  plant  as  an  assistant  to  the  superintendent  in  charge  of 
baby  carriage  production.  Later  he  was  made  one  of  several  assistants  to 
the  factory  manager  at  Utica,  and  in  1923  he  was  appointed  assistant 
to  the  company's  general  factory  manager.  When  the  latter  official 
retired  in  1925,  John  Woodman  succeeded  him.  With  his  office  in 
Jamestown,  Mr.  Woodman  was  then  responsible  for  production  in  all 
of  the  company's  plants  except  Rockford. 

John  Woodman  said  frankly  in  March,  1943:  "I  accepted  the  presi- 
dency of  this  company  over  fifteen  years  ago  not  because  of  tradition, 
but  because  I  was  sincerely  interested  in  the  problems  of  managing  the 
company  and  saw  a  challenge  in  the  difficult  years  which  I  realized 
were  ahead  of  it.  You  hear  it  said  that  ability  and  the  capacity  for  hard 
work  peter  out  in  the  third  or  fourth  generations  of  prominent  families, 
but  that  is  not  true  of  the  Woodman  family." 

At  the  time  John  Woodman  was  elected  president,  there  were  four 
other  executive  officers.  Mr.  Blair  Macomber  was  vice-president  in 
charge  of  the  company's  public  seating  business,  devoting  most  of  his 
time  to  sales  work,  although  he  was  also  interested  in  production  prob- 
lems, especially  plant  layout  and  maintenance.  Like  Mr.  Woodman,  he 
was  a  member  of  the  fourth  generation  of  the  Woodman  family,  his 
paternal  great-grandmother  having  been  Ezekiel  Woodman's  sister. 
Mr.  Arthur  Ramsdell  had  been  appointed  a  vice-president  in  1921  and 
was  responsible  for  the  operations  of  the  company's  New  York  ware- 
house. His  father  had  been  manager  of  the  same  warehouse  for  many 
years  prior  to  his  death  in  1920,  when  his  son  succeeded  him.  Mr.  An- 
derson, of  the  law  firm  Anderson,  Huntington,  and  Abbott  in  New 
York  City,  was  the  company's  general  counsel  arid  also  a  vice-president. 
He  handled  the  company's  legal  work  and  was  available  at  all  times 
for  consultation  on  matters  of  corporate  policy.  Mr.  Grey,  secretary- 
treasurer,  had  started  working  for  the  company  as  an  accountant  in  the 
Jamestown  office  at  the  close  of  World  War  I.  He  was  appointed  secre- 

5  "South  Leads  in  Furniture  Manufacturing,"  Manufacturer's  Record,  February,  1936, 
p.  64. 
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tary  in  1920,  with  the  usual  duties  of  that  office,  and  in  1922  was  made 
treasurer  of  the  company.  As  treasurer,  he  was  responsible  for  all  gen- 
eral financial  policies,  covering  credits,  investments,  insurance,  and 
taxes,  as  well  as  being  in  charge  of,  and  responsible  for,  the  company's 
accounting  system. 

Messrs.  Woodman,  Macomber,  Ramsdell,  and  Anderson  were  mem- 
bers of  the  board  of  directors,  as  was  Mr.  Charles  Moore,  who  had 
retired  in  1921  after  many  years  as  manager  of  the  Chicago  plant,  to 
be  succeeded  by  his  son,  Elliot  Moore.  There  were  three  other  directors : 
Mr.  Souter,  trust  officer  of  the  Provident  Trust  Companv  in  Rockford, 
representing  the  preferred  stock  interests  in  the  estate  of  Charles  Hig- 
gins;  Mr.  Perkins,  senior  loan  officer  of  a  large  New  York  City  bank; 
and  Mr.  Macintosh,  senior  partner  of  a  prominent  investment  banking 
house  in  Chicago.  Mr.  Woodman  valued  very  highly  the  assistance 
which  Mr.  Perkins  and  Mr.  Macintosh  rendered  as  directors.  Thev 
counseled  the  companv  on  all  matters  of  financial  policy,  and  their 
judgment  on  questions  of  general  company  policy7  was  always  sound 
and  constructive. 

Recognizing  the  generallv  unhealthv  conditions  of  the  furniture  in- 
dustry as  a  whole,  John  Woodman  determined  upon  a  program  of 
reorganization  which,  as  the  depression  continued  and  deepened,  also 
became  a  program  of  consolidation  and  retrenchment.  A  liberal  reserve 
to  cover  doubtful  accounts  receivable  was  established.  Inventory  values 
were  reduced  to  a  replacement  cost  basis,  and  a  stock  control  plan  was 
inaugurated  to  hold  inventories  at  workable  levels  and  prevent  the  ac- 
cumulation of  slow-moving  items.  New  production  was  held  down  to 
keep  inventories  within  the  stock  control  limits;  and  as  retail  sales 
volume  deteriorated  with'  the  depression,  Mr.  Woodman  decided  that 
the  company  must  consolidate  its  production.  Machines  and  equipment 
were  rearranged  at  the  Jamestown  and  Rockford  plants  so  that  manu- 
facturing and  finishing  operations  could  be  completed  before  shipment. 
The  Woodland  and  Spokane  plants  were  sold  in  1930.  In  1931  the 
Omaha  and  New  Orleans  warehouses  were  sold,  as  were  the  warehouse 
properties  in  Boston,  Philadelphia,  and  Chicago  in  succeeding  vears. 
In  the  case  of  warehouses  not  immediately  sold,  space,  which  became 
available  as  assembling  and  finishing  operations  were  completed  in  the 
plants,  was  leased  out  to  tenants;  and  by  1935  rental  income  on  non- 
manufacturing  property  exceeded  costs  of  carrying  the  property.  This 
accomplishment  did  not  alter  Mr.  Woodman's  policy,  however,  and  the 
warehouses  in  Norfolk,  Memphis,  Cleveland,  and  Seattle  were  later 
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sold  at  a  figure  approximating  their  book  value.  As  it  was  possible  to 
consolidate  manufacturing  operations  further,  the  Utica  and  Cleveland 
plants  were  finally  sold  in  1937  and  1941,  respectively;  and  the  San 
Francisco  warehouse  property  was  sold  in  1942,  a  portion  of  the  pro- 
ceeds being  used  to  liquidate  the  company's  bank  indebtedness.  The 
company  then  owned  the  Jamestown  and  Rockford  plants  and  the  New 
York  City  warehouse. 

Shortly  after  Mr.  Woodman  became  president,  he  turned  his  attention 
to  the  company's  internal  operations.  He  soon  found  that  finished  prod- 
ucts were  being  turned  out  at  costs  which  were  greatly  in  excess  of 
competitive  price  levels.  His  investigations  revealed  that,  under  the 
production  order  cost  system,  factory  burden  costs,  broken  down  by 
departments,  were  being  charged  against  actual  production  as  it  went 
through  the  various  departments,  and  that,  as  volume  of  production 
declined  with  declining  sales,  the  burden  cost  charged  to  each  item 
automatically  increased.  It  did  not  take  Mr.  Woodman  long  to  see  that, 
if  the  company's  book  costs  and  selling  prices  were  allowed  to  increase 
while  sales  volume  and  market  prices  were  declining,  the  company 
was  rapidly  legislating  itself  out  of  business.  Shortly  thereafter  the 
president,  sales  manager,  and  Mr.  Grey  left  Jamestown  on  a  trip  to 
Rockford;  and  while  on  the  train,  they  discussed  means  of  increasing 
the  company's  sales.  Mr.  Woodman  expressed  his  belief  that  they 
should  be  concerned  with  the  operations  of  the  entire  plant,  rather  than 
any  particular  department,  and  asked  the  treasurer  why  they  could  not 
charge  burden  costs  on  an  over-all  plant  rate  instead  of  on  a  depart- 
mental rate.  The  treasurer  replied  that  the  idea  was  too  ridiculous  to 
talk  about.  This  comment  irritated  Mr.  Woodman,  for  he  felt  that,  in 
view  of  the  company's  position,  nothing  was  too  ridiculous;  and  he 
then  and  there  instructed  the  treasurer  to  discontinue  the  old  cost  system 
with  its  complicated  and  expensive  perpetual  inventory  cost  records  and 
to  set  up  a  standard  cost  system  for  the  company  as  a  whole,  both  at 
Jamestown  and  at  Rockford. 

Upon  his  return  to  Jamestown,  Mr.  Woodman  recognized  that  there 
was  going  to  be  a  certain  amount  of  resistance  in  the  accounting  and 
clerical  office  to  a  new  and  entirely  different  method  of  accumulating 
costs.  Both  as  an  educational  device  and  as  a  means  of  developing  a 
new  psychological  attitude  within  the  accounting  department,  Mr. 
Woodman  constructed  a  small  box  with  two  spindles  on  the  inside; 
one  he  marked  "Accounts  Receivable,"  the  other,  "Accounts  Payable"; 
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the  outside  of  the  box  was  labeled  "Woodman's  Simplified  Accounting 
System." 

Shortly  thereafter  Mr.  Grey  developed  a  new  cost  system  based  on 
standards,  and  under  his  direction  the  accounting  departments  at  both 
plants  set  standards  on  all  products.  As  a  first  step,  standard  costs  were 
established  for  all  materials  by  more  or  less  averaging  material  costs 
on  the  basis  of  the  company's  experience  over  a  reasonable  period.  With 
these  standards,  materials  were  charged  into  each  order  simply  by 
measuring  its  material  requirements  and  multiplying  through  by  the 
predetermined  standard.  Time  studies  were  made  in  most  departments 
in  the  plant,  and  standard  direct  labor  charges  were  assigned  to  each 
operation.  A  standard  overhead  rate  was  calculated  from  the  company's 
experience,  and  burden  was  charged  at  the  rate  of  110%  of  the  standard 
direct  labor  charge.  For  several  years,  especially  during  the  depression 
period  when  material  costs  were  unstable,  the  accounting  department 
tabulated  actual  material  costs  by  departments,  which,  when  measured 
against  departmental  standard  material  costs,  indicated  (a)  when  the 
standards  should  be  revised  and  (b)  in  what  departments  losses  were 
being  incurred.  As  the  president  explained,  however,  furniture  com- 
panies have  to  carry  one  or  more  loss  leaders,  if  they  intend  to  maintain 
the  competitive  position  of  their  entire  line;  accordingly  he  was  inter- 
ested in  the  operating  results  of  the  entire  company  rather  than  of  any 
particular  department.  For  this  reason  the  company  operated  after  1939 
on  a  straight  standard  cost  system.  In  the  event  of  a  sharp  fluctuation 
in  the  cost  of  raw  materials,  the  treasurer,  with  the  approval  of  the 
president,  added  a  "material"  safety  factor  in  order  to  keep  the  standard 
in  line  with  current  actuals,  rather  than  to  change  the  whole  standard 
cost  system.  Furthermore,  as  an  additional  safeguard  against  unknown 
losses,  the  company  always  added  a  general  safety  factor  which  allowed 
for  the  slight  fluctuations  in  actual  costs  which  were  picked  up  currently 
under  the  old  job  order  cost  system.  Sometimes  the  company  won  with 
its  safety  factor,  and  sometimes  it  lost.  For  instance,  in  1942,  when  the 
company  was  changing  its  production  methods  and  schedules  and  train- 
ing new  women  workers  to  handle  war  work,  production  costs  increased 
beyond  the  allowances  provided  by  the  safety  factor,  and  an  inventory 
loss  was  incurred.  (Actual  cost  of  goods  sold  was  greater  than  the 
standard  cost  at  which  finished  goods  were  credited  out  of  inventory.) 
If,  at  the  end  of  the  year,  the  company  found  its  safety  factor  had  not 
been  large  enough  to  allow  for  higher  costs,  it  was  increased  for  the 
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next  year;  on  the  other  hand,  if  it  was  discovered  that  the  safety  factor 
was  too  high,  it  either  was  reduced  at  the  beginning  of  the  next  year 
or  continued  as  a  cushion  for  larger  earnings. 

Throughout  the  1930's,  Mr.  Woodman  devoted  real  attention  to  the 
company's  product  line.  By  1930  the  bottom  had  virtually  dropped  out 
of  the  reed,  rattan,  and  fibre  furniture  business,  and  the  Rockford  divi- 
sion was  facing  a  critical  product  problem.  (See  Exhibit  6.)  In  1925 
Lars  Johanson,  superintendent  of  the  Rockford  plant,  had  designed  a 
new  type  of  chair,  the  framework  consisting  of  a  strip  of  metal  tubing 
bent  to  provide  support  for  a  back  and  a  seat,  and  two  front  legs  which 
curved  as  they  ran  down  to  the  floor;  the  tubing  extended  back  along  the 
floor,  eliminating  the  need  for  any  back  legs.  When  he  had  shown  the 
sample  to  salesmen,  customers,  and  other  interested  groups,  they  had 
laughed  at  it,  partly  because  it  was  something  new  and  partly  because, 
as  a  piece  of  furniture,  it  did  not  fill  an  essential  need;  for  that  reason 
nothing  more  had  been  done  with  it.  With  the  rapid  style  changes  in 
the  late  twenties,  however,  the  idea  became  more  salable,  and  in  1930 
a  line  of  tubular  metal  furniture  designed  by  Mr.  Johanson  was  intro- 
duced at  the  Rockford  division.  This  line  met  with  strong  public  accept- 
ance, and  it  was  gradually  expanded  by  additional  designs  and  by 
building  upholstered  backs  and  seats  onto  tubular  frames,  the  latter 
operation  being  handled  at  the  Jamestown  plant.  Production  of  frames 
was  centralized  at  Rockford  because  it  required  the  use  of  expensive 
heavy  machinery,  including  large  electric  welding  machines.  Frames 
shipped  to  Jamestown  were  credited  to  Rockford  operations  at  standard 
cost  so  as  to  avoid  the  tax  complications  of  intracompany  profits. 

The  growth  of  the  southern  furniture  industry  specializing  in  simple, 
inexpensive  painted  wooden  chairs  had  hurt  the  wooden  chair  business 
of  the  Jamestown  plant.  As  Mr.  Woodman  explained,  the  large  north- 
ern plants  could  not  compete,  on  low-price  standard  lines,  with  the  little 
fellows  in  the  South  who  had  the  advantage  of  low  material  and  labor 
costs.  For  this  reason  Mr.  Woodman  concluded  in  1931  that  the  com- 
pany must  broaden  its  line  to  include  complete  suites  of  bedroom,  living 
room,  and  dining  room  furniture.  This  new  type  of  business  presented 
a  definite  problem  in  design  and  styling.  As  a  first  step,  the  company 
hired  a  professional  designer  in  New  York  who  submitted  outline  draw- 
ings for  the  different  pieces;  these  plans  assured,  not  only  that  the  indi- 
vidual items  would  be  properly  styled,  but  that  they  would  form  a 
complete  suite  when  they  were  assembled.  These  "artistically  perfect" 
designs  were  then  sent  to  the  experimental  and  development  depart- 


WOODMAN  CHAIR  COMPANY 


485 


ment  at  Jamestown,  where  they  were  studied  by  experienced  factory 
men.  This  was  an  important  step,  for  not  infrequently  it  was  found 
that  some  of  the  most  interesting  new  designs  were  impractical  from 
a  production  standpoint.  In  each  case  the  experimental  and  development 
department  would  modify  the  original  design,  sometimes  by  minor 
changes  and,  at  other  times,  by  making  major  alterations  until  the 
patterns  fitted  the  company's  production  machinery.  Gradually,  as  the 
company  gained  experience,  this  so-called  "case  goods"  business  was 
expanded,  until  in  1940  the  company  had  two  complete  lines,  Colonial 
and  Moderne,  which  it  offered  in  350  different  patterns. 

With  the  tubular  metal  and  case  goods  lines  well  under  way, 
Mr.  Woodman  in  1934  turned  his  attention  to  the  company's  trans- 
portation seating  line.  Tubular  metal  frames,  ideal  for  construction  of 
bus  and  railway  car  seats,  were  already  being  used  by  nationally  famous 
modern  designers,  like  Gilbert  Rohde,  employed  by  some  of  the  rail- 
roads to  design  new  passenger  coaches.  The  company  had  accumulated 
experience  with  upholstered  metal  furniture  from  its  household  lines, 
and  in  redesigning  the  transportation  seats  this  was  supplemented  by 
new  ideas  derived  from  specifications  which  company  salesmen  brought 
back  from  their  visits  to  railway  coach  manufacturers.  Frames  for  the 
new  line  of  seats  were  produced  at  Rockford  and  shipped  to  Jamestown, 
where  the  upholstery  was  added  and  finishing  operations  completed 
according  to  actual  purchase  orders.  As  in  the  case  of  tubular  metal 
household  furniture,  these  frames  were  credited  to  Rockford  and 
charged  to  Jamestown  operations  at  the  standard  cost  figures. 

Manufacturing  operations  at  Jamestown  were  centered  in  three  large 
modern  brick  buildings  adjoining  a  spur  railroad  track.  Actual  produc- 
tion really  started  out  in'  the  lumber  yard  from  which  lumber  was 
trucked  into  one  end  of  the  woodworking  plant  and  placed  in  brick- 
lined  drying  kilns  constructed  to  hold  360,000  square  feet  of  lumber  at 
an  even  temperature  for  any  required  period.  When  properly  dried,  the 
lumber  was  cut  by  crossgrain  and  ripsaw  machines  into  dimensional 
stock.  This  stock  then  was  machined  by  shapers,  planers,  and  lathes 
according  to  patterns  and  specifications  into  spokes,  legs,  arms,  and 
other  parts  of  the  frame.  These  pieces  were  trucked  to  the  assembly 
department,  where,  with  parts  from  the  bending  department  and  the 
metal  shop,  they  were  assembled  into  a  completed  frame.  Standard 
frames  of  this  type  were  then  trucked  to  intermediary  inventory  points, 
where  they  were  stored.  As  finishing  instructions  based  on  actual  orders 
were  sent  to  the  plant,  frames  were  transported  to  either  the  paint  shop 
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or  the  upholstery  shop.  In  the  latter  department,  fabrics  were  cut  into 
patterns  and  stitched  together,  after  which  springs  and  padding  were 
inserted  by  new  automatic  machinery.  In  the  paint  shop,  stain,  shellac, 
varnish,  or  any  specified  finish  was  applied,  carefully  rubbed  down,  and 
the  finished  product  inspected  before  being  trucked  to  the  shipping 
department.  Production  of  the  other  product  lines,  including  baby  car- 
riages, was  set  up  similarly;  i.e.,  wood,  metal,  and  upholstered  parts 
were  completed  in  the  respective  departments  and  then  trucked  to  an 
assembly  department,  where  they  were  put  together  on  a  straight  as- 
sembly line. 

While  in  England  in  1934,  Mr.  Woodman  visited  several  furniture 
plants  and  became  quite  interested  in  several  mechanical  conveyor 
systems  which  he  saw  in  operation.  These  systems,  installed  throughout 
some  of  the  plants,  operated  from  an  overhead  monorail  and  dispensed 
with  the  laborious  process  of  loading  parts  and  furniture  onto  trucks 
and  racks  to  be  pushed  around  the  factory.  After  returning  to  this 
country,  Mr.  Woodman  studied  similar  installations  in  some  of  the 
southern  furniture  plants  and  concluded  that  they  were  an  essential  part 
of  an  efficient  production  system.  Between  1940  and  1942  overhead 
conveyors  were  installed  throughout  both  the  Jamestown  and  Rockford 
factories.  They  ran  continuously  not  only  between  floors  within  a  plant 
but  between  different  buildings.  Although  the  Jamestown  installation 
cost  approximately  $200,000,  it  had  paid  for  itself  by  the  end  of  1942 
through  savings  in  operating  expenses  and  in  the  reduced  investment 
in  work-in-process  inventory. 

In  March,  1943,  Mr.  Woodman  did  not  have  a  formal  organization 
chart;  but,  had  he  had  one,  it  would  have  looked  much  like  the  one 
outlined  in  Exhibit  1.  Mr.  Shepard,  the  general  plant  superintendent  at 
Jamestown,  who  in  1943  was  in  charge  of  all  civilian  production,  was 
nearly  fifty  years  old  and  had  worked  for  the  company  for  twenty  years, 
having  started  as  a  factory  hand  in  the  Utica  plant.  The  superintendents 
in  charge  of  operations  in  the  seven  major  departments  were  responsible 
to  him.  Although  he  was  in  charge  of  all  plant  operations,  he  was  super- 
vised very  closely  by  Mr.  Woodman,  who  made  it  a  point  to  keep  his 
fingers  on  everything  that  was  going  on  in  the  factory.  Mr.  Shepard 
was  responsible  for  keeping  Mr.  Woodman  informed  so  that  he  could 
make  sound  operating  decisions  for  Mr.  Shepard  to  carry  out.  For  ex- 
ample, if  Mr.  Shepard  decided  that  a  new  piece  of  equipment  was  needed 
for  a  certain  operation  or  that  the  machines  within  a  department  should 
be  rearranged  to  facilitate  the  flow  of  production,  he  would  assemble 
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the  necessary  information  and  present  the  matter  for  Mr.  Woodman's 
consideration  and  decision.  Furthermore,  Mr.  Woodman  went  over 
current  production  schedules  regularly  with  Mr.  Shepard  to  make  cer- 
tain that  operations  were  scheduled  at  a  rate  consistent  with  inventory 
in  process  and  shipping  schedules.  There  was  an  employment  office  in 
the  plant  headed  by  a  man  who  hired  factory  help,  supervised  the 
maintenance  of  employment  records,  and  handled  the  transfer  of  work- 
ers between  departments;  but  he  was  not  qualified  to  handle  major 
personnel  policies.  For  this  reason  and  because  Mr.  Woodman  believed 
labor  problems  should  receive  careful  attention,  Mr.  Woodman  and 
Mr.  Shepard  handled  them  together.  The  Jamestown  plant  was  organ- 
ized by  the  CIO  in  the  spring  of  1942;  and  after  that  the  two  men 
spent  up  to  10%  and  20%  of  their  time,  respectively,  considering  wage 
rates  of  individual  factory  workers,  grievances,  and  complaints  of  the 
shop  stewards.  Mr.  Woodman  was  interested  in  the  welfare  of  his  work- 
ers, and  they  in  turn  felt  free  to  go  into  his  office  at  any  time. 

Mr.  Wilder,  superintendent  of  war  production,  was  thirty-five  years 
old;  but  he  also  had  worked  for  the  company  for  twenty  years,  starting 
as  a  bench  worker  in  the  factory.  Prior  to  1942  he  had  been  assistant 
to  the  general  superintendent,  in  charge  of  baby  carriage  and  school 
furniture  production.  With  an  increasing  volume  of  war  work,  however, 
which  will  be  discussed  later,  Mr.  Woodman  needed  some  one  person 
to  whom  he  could  refer  many  detailed  problems;  he  selected  Mr.  Wilder 
because  he  had  shown  initiative  and  imagination  and  his  experience  had 
been  more  along  metalworking  lines.  Mr.  Wilder  had  set  up  a  manu- 
facturing department  for  three  of  the  company's  major  contracts;  the 
superintendents  in  charge  of  these  departments  reported  directly  to 
him  on  all  matters  except  personnel  requirements  which,  as  the  com- 
pany was  in  the  transition  from  civilian  to  war  work,  they  discussed 
with  Mr.  Shepard.  The  fourth  large  contract,  on  lifeboats,  involved 
many  woodworking  operations.  In  this  case,  after  developing  plans  and 
specifications,  Mr.  Wilder  worked  out  the  actual  production  operations 
with  Mr.  Shepard,  under  whose  supervision  most  of  the  work  would 
be  carried  out;  and  after  production  started,  Mr.  Shepard  was  responsi- 
ble to  Mr.  Wilder  for  performance  on  this  contract. 

The  purchasing  agent  had  worked  for  the  company  over  a  period  of 
thirty-eight  years,  having  started  as  a  general  clerk  in  the  office  at  the 
Cleveland  plant.  He  handled  all  the  detailed  work  and  records  con- 
nected with  the  company's  purchase  requirements.  Aside  from  lumber, 
the  company's  major  material  requirements  were  in  rattan,  metal  bars 
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and  tubing,  and  cotton  linters  and  fabrics  for  upholstery.  The  superin- 
tendents of  the  manufacturing  departments  using  these  materials  were 
responsible  to  Mr.  Woodman  for  determining  the  quantities  which 
should  be  ordered.  Through  their  periodic  discussions  with  suppliers' 
salesmen  calling  at  the  plant,  these  men  developed  a  knowledge  of, 
and  a  reasonably  accurate  "feel"  for,  the  market  so  that  they  could  tell 
when  materials  should  be  ordered  in  advance.  For  instance,  if  the  super- 
intendent of  the  upholstery  department  saw  a  tight  situation  developing 
in  the  cotton  linters  market,  he  looked  over  his  current  inventory  in 
relation  to  production  requirements  and  then  went  to  Mr.  Woodman 
with  the  recommendation  that  the  company  buy  perhaps  a  three  months' 
supply.  If,  after  reviewing  the  situation,  Mr.  Woodman  approved,  the 
superintendent  sent  instructions  to  the  purchasing  agent,  who  handled 
the  matter  from  that  point  on.  An  exception  to  this  procedure  had  been 
made  in  the  case  of  rattan,  a  specialty  material.  The  superintendent  in 
charge  of  all  reed  and  rattan  production  had  worked  for  the  company 
for  many  years  and  had  become  a  rattan  specialist;  for  this  reason  he 
purchased  all  of  the  rattan  himself  without  reference  to  the  purchasing 
agent.  Material  requirements  for  the  company's  war  contracts  were 
determined  by  Mr.  Wilder,  who  forwarded  periodic  bills  of  material  to 
the  purchasing  agent.  Once  the  purchasing  agent  had  placed  the  orders, 
Mr.  Wilder's  own  material  expediters  picked  up  the  contact  with  sup- 
pliers and  followed  each  order  until  the  materials  were  received  at 
Jamestown.  The  departmental  superintendents  were  responsible  for  the 
quality  of  purchased  materials.  Office  and  general  factory  supplies  were 
bought  by  the  purchasing  agent. 

Mr.  Willard,  in  the  Jamestown  office,  was  responsible  for  all  of  the 
company's  lumber  requirements.  Lumber  companies  carry  on  cutting 
operations  during  the  winter  months,  the  timber  being  sawed  and 
stacked  in  the  spring,  after  which  it  is  allowed  to  dry  for  several  months 
before  being  shipped  to  customers.  The  time  involved  in  these  opera- 
tions made  it  necessary  for  the  company  to  anticipate  its  requirements 
by  nearly  twelve  months.  For  this  reason  Mr.  Woodman  and  Mr.  Wil- 
lard determined  each  fall  the  company's  lumber  requirements  for  the 
following  year.  This  involved  a  consideration  of  current  production 
schedules,  an  analysis  of  sales  estimates  prepared  by  the  general  sales 
manager,  and  a  review  of  general  business  conditions.  Prices  were  ob- 
tained on  the  basis  of  these  requirements;  and  after  being  approved  by 
Mr.  Woodman,  final  commitments  were  made  with  suppliers. 

Mr.  Poland,  vice-president  and  general  sales  manager,  had  started 
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working  for  the  company  in  1905  as  a  clerk  in  the  shipping  department 
of  the  New  York  warehouse.  He  later  worked  in  the  order  department 
and  then  as  a  traveling  salesman  in  the  public  seating  division;  in  1928 
he  became  general  sales  manager  in  charge  of  the  company's  entire  sales 
organization,  as  well  as  being  responsible  for  the  styling  and  pricing  of 
the  company's  entire  line.  The  significance  of  these  responsibilities  was 
related,  in  part,  to  the  selling  methods  of  the  furniture  industry. 

Furniture  shows,  referred  to  in  the  trade  as  the  "wholesale  markets," 
form  the  basis  of  all  selling  activities.  Unwilling  to  buy  from  pictures 
or  photographs  in  a  salesman's  catalogue,  the  retail  store  buyer  awaits 
the  opening  of  the  furniture  show  where  he  can  examine  the  actual 
pieces  being  offered  by  all  of  the  important  manufacturers  in  the 
country. 

Furniture  buyers  rarely  will  consider  a  connection  that  even  approaches  a 
permanent  tie-up  with  any  one  manufacturer.  Furniture  styles  change  so  rapidly 
that  a  company  which  has  a  well-styled  line  in  January  may  have  lost  its  style 
leadership  a  year  or  so  later.  The  furniture  shows  give  the  retailer  an  opportunity 
to  see  for  himself  what  lines  of  products  are  selling.  He  has  practically  an  open 
market  to  work  in.6 

To  these  markets  flock  the  furniture  buyers  of  the  country  to  trudge  through 
endless  miles  of  displays.  The  buyers  may  number  as  many  as  ten  thousand.  .  .  . 
There  was  a  time  when  purchases  at  the  markets  were  made  by  the  carload;  today 
the  buyers  are  a  younger  group  and  many  have  business  college  training;  they 
haven't  the  pride  of  house  of  the  oldtimers  and  are  content  to  give  small  orders 
which  they  supplement  by  frequent  small  reorders.  .  .  .  The  function  of  the 
markets  is  essentially  that  of  a  catalogue  rather  than  of  a  sales  event.  .  .  .  For 
each  of  the  markets  the  manufacturer  must  put  up  a  brave  show  of  new  pat- 
terns. He  must  give  the  impression,  at  least,  of  having  redesigned  his  entire  line 
four  times  a  year.7 

The  Woodman  Chair  Company  displayed  its  lines  at  the  large  Chi- 
cago shows  held  in  January,  May,  July,  and  November,  and  at  the 
semiannual  shows  in  New  York,  Boston,  San  Francisco,  and  Los  An- 
geles. According  to  Mr.  Woodman,  the  company's  furniture  was  con- 
sidered a  medium  price  line;  and,  as  such,  its  sales  appeal  was  based 
first  on  style,  then  on  quality  and  price.  As  a  means  of  assuring  a  cor- 
rectly styled  line,  Mr.  Poland  relied  on  the  collective  judgment  of 
several  interested  groups.  The  company  still  retained  on  a  consulting 
basis  the  professional  designer  referred  to  earlier;  and  whenever  it 

6  "The  Place  of  Shows  in  the  Furniture  Industry,"  Harvard  Business  Review,  July, 
1934,  p.  493. 

7  "Household  Furniture,"  Printers'  Ink,  February,  1938,  p.  78. 


490 


POLICY  FORMULATION  AND  ADMINISTRATION 


planned  to  redesign  a  particular  line  or  group  of  pieces,  this  designer 
worked  up  a  series  of  drawings  based  on  the  newest  style  preferences. 
These  designs  were  sent  to  the  experimental  and  development  depart- 
ment for  study.  The  sales  development  manager  through  his  field  men 
worked  closely  with  many  of  the  company's  important  customers.  It 
was  his  job  to  bring  in  new  ideas  from  customers,  to  accumulate  sug- 
gested patterns,  and  to  work  out  with  customers  any  new  designs  which 
they  felt  should  be  added  to  the  line.  He  also  kept  in  touch  with  new 
lines  and  styles  being  developed  by  competitors.  His  ideas  and  sug- 
gestions were  referred  to  the  experimental  and  development  depart- 
ment. Working  in  this  department  were  ten  to  fifteen  former  factory 
workers  and  draftsmen,  men  who,  by  growing  up  in  the  furniture  busi- 
ness, had  acquired  a  skill  and  sense  of  design.  These  men  frequently 
submitted  original  drawings  of  new  pieces,  or  of  suggested  changes  in 
old  pieces. 

Twice  each  year,  in  advance  of  the  "official"  Chicago  shows  in  Jan- 
uary and  July,  Mr.  Poland  called  a  meeting  at  Jamestown  at  which 
the  company's  lines  were  analyzed  and,  where  necessary,  redesigned. 
Participants  in  these  meetings  were:  the  professional  consultant,  the 
sales  development  manager  representing  customers'  interests,  the  ex- 
perimental and  development  manager  representing  the  practical  drafts- 
men and  production  people,  and  a  consulting  committee  comprised  of 
representatives  from  the  company's  three  or  four  largest  customers. 
As  a  group,  these  men  worked  out  designs  which  incorporated  the  best 
ideas  of  each  individual  and  which,  at  the  same  time,  could  be  produced 
with  the  company's  equipment  at  competitive  prices.  Between  10%  and 
20%  of  the  company's  lines  were  redesigned  in  this  way  each  year. 
After  the  new  styles  were  determined,  samples  were  manufactured  for 
show  purposes.  On  the  average,  75%  of  these  samples  turned  out  to  be 
salable  items;  i.e.,  they  were  ordered  in  sufficient  numbers  to  warrant 
continuing  the  item  in  the  line.  Mr.  Woodman  explained  that  only 
10%  of  the  pieces  in  the  different  lines  sold  in  as  large  a  volume  as  he 
would  really  like,  but  this  did  not  present  too  much  of  a  problem 
because  the  smaller  volume  items  were  needed  to  give  balance  to  the 
line.  Also,  they  became  items  which  the  salesmen  could  sell  to  a  sec- 
ondary retail  account  in  any  city  and  not  have  them  compete  directly 
with  the  lines  their  primary  customers  carried. 

Selling  prices  which  Mr.  Poland  set  on  the  furniture  and  baby 
carriage  lines  were  determined  by  two  factors — manufacturing  costs 
and  competitive  prices.  In  deriving  costs  Mr.  Poland  used  the  following 
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formula:  materials  at  standard,  plus  direct  labor  at  standard,  plus  stand- 
ard burden  at  the  rate  of  110%  of  standard  labor,  plus  a  5%  safety 
factor,  plus  a  20%  allowance  for  selling  and  administrative  costs,  plus 
a  profit  allowance,  which  in  turn  was  determined  by  competitive  forces. 
After  calculating  his  costs  and  studying  the  general  market  situation, 
Mr.  Poland  would  sit  down  with  Mr.  Woodman;  and  together  they 
would  agree  on  a  final  price  schedule.  This  was  not,  however,  an 
inflexible  schedule,  for  prices  were  frequently  reduced  on  as  many  as 
10%  of  the  items  in  order  to  keep  the  entire  line  in  a  strong  competitive 
position. 

As  indicated  in  Exhibit  1,  Mr.  Poland  was  manager  of  household 
furniture  and  baby  carriage  sales  and  supervised  the  activities  of  forty- 
eight  direct  salesmen.  These  salesmen  were  assigned  specific  territories 
and  made  their  field  headquarters  at  showrooms  which  the  company 
maintained  in  Boston,  New  York,  Chicago,  and  San  Francisco;  the 
showroom  supervisors  acted  as  advisers  to  their  respective  salesmen. 
Compensation  of  salesmen  was  on  a  straight  commission  basis,  and  they 
received  commissions  on  all  sales  originating  within  their  territories. 

As  general  sales  manager,  Mr.  Poland  co-ordinated  the  activities  of 
Mr.  Elliot  Moore  and  Mr.  Burgess,  managers  of  public  seating  sales 
and  transportation  seating  sales,  respectively.  Mr.  Moore,  in  consulta- 
tion with  Mr.  Poland,  set  selling  prices  on  the  school  furniture  and 
public  seating  lines.  He  supervised  eighteen  company  salesmen  who 
sold  these  lines  direct  to  municipalities;  these  men  were  furnished  with 
the  usual  price  bulletins  and  illustrative  material  by  the  Jamestown 
office.  In  addition,  the  company  distributed  its  public  seating  line 
through  eighteen  wholesale  houses  located  in  territories  not  covered  by 
direct  salesmen.  Mr.  Burgess  supervised  seven  salesmen  who  sold  the 
transportation  seating  line  direct  to  manufacturers  of  new  railway  cars, 
such  as  the  Pullman  Company  and  Budd  Manufacturing  Company,  or 
to  the  railroad  companies  who  rebuilt  their  own  coaches.  Individual 
contracts  for  transportation  seats,  where  the  unit  cost  was  relatively 
large,  were  apt  to  involve  several  hundred  thousand  dollars,  and  for 
this  reason  Mr.  Woodman  reviewed  all  transportation  seating  contracts 
before  they  were  signed. 

Mr.  Johanson,  as  general  manager,  was  responsible  for  all  operations 
at  Rockford.  He  had  worked  for  the  Fibre  Products  Corporation  from 
the  time  he  gave  up  his  activities  as  a  newsboy;  starting  in  the  plant, 
he  had  had  experience  in  nearly  every  production  department.  Follow- 
ing Mr.  Higgins'  death,  Samuel  Woodman  had  hired  as  general  mam 
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ager  of  the  Rockford  division  an  executive  from  a  successful  manu- 
facturing company  in  Connecticut.  As  a  typical  New  England  Yankee, 
he  was  disliked  by  almost  every  one  at  Rockford.  This  was  particularly 
unfortunate  at  the  time;  for,  while  the  reed  and  rattan  business  at  James- 
town had  dropped  off  badly,  the  fibre  furniture  business  was  still  show- 
ing good  results,  and  the  Rockford  people  felt  that  not  only  was  their 
division  carrying  the  rest  of  the  company,  but  doing  so  under  the  handi- 
cap of  a  Yankee  manager.  Recognizing  this  situation  shortly  after  he 
became  president,  John  Woodman  fired  the  new  man  and  promoted 
Lars  Johanson  to  the  general  managership.  As  general  manager,  he 
was  responsible  for  all  operations,  and  he  was  judged  by  Mr.  Woodman 
solely  on  the  basis  of  sales  volume  and  net  profits  reported. 

In  1942,  volume  of  production  at  Rockford  was  less  than  half  the 
output  of  the  Jamestown  plant,  and  for  this  reason  Mr.  Johanson  had  a 
much  smaller  organization.  Because  of  his  plant  experience  he  was  par- 
ticularly interested  in  factory  operations,  and  he  supervised  quite  closely 
the  activities  of  the  general  production  manager.  The  general  sales  man- 
ager at  Rockford  was  neither  very  alert  nor  aggressive,  and  Mr.  Johan- 
son made  many  of  the  decisions  which  at  Jamestown  were  left  to  Mr. 
Poland.  This  was  especially  true  in  the  determination  of  style  and  price 
lines.  Mr.  Woodman  described  Mr.  Johanson  as  an  idea  man,  sort  of  a 
diamond-in-the-rough  type.  His  development  of  the  tubular  metal  chair 
has  been  mentioned;  similarly,  during  the  1930's  he  built  a  plastic  chair 
which,  although  it  was  somewhat  radical  and  therefore  was  not  further 
developed,  was  another  example  of  his  ability  to  develop  new  products. 
On  the  other  hand,  as  Mr.  Woodman  explained,  an  imaginative-minded 
general  manager  presents  certain  problems.  Mr.  Johanson  was  inclined 
to  work  up  a  new  pattern,  put  it  into  production,  and  cost  it  out  on  a 
formula  similar  to  the  one  used  by  Mr.  Poland,  only  to  find  that  the 
item  did  not  sell;  as  a  result,  nearly  50%  of  his  items  had  to  be  recast 
or  construction  altered  to  meet  current  styles  or  prices.  Because  Mr. 
Johanson  was  not  organizationally  inclined — in  fact,  he  was  rather  a 
stubborn  Scandinavian — the  use  of  a  committee  to  set  style  lines  was 
out  of  the  question.  Also,  remembering  the  company's  earlier  experience 
in  putting  an  outsider  in  the  Rockford  division,  Mr.  Woodman  did  not 
feel  he  could  hire  a  designer  to  work  for  Mr.  Johanson,  nor  could  he 
persuade  Mr.  Johanson  to  hire  his  own  designer.  Rockford  production 
was  divided  into  three  general  lines:  tubular  metal  furniture,  fibre  furni- 
ture, and  fibre  baby  carriages.  These  lines  were  sold  by  their  own  sales- 
men direct  to  retail  stores  under  the  "Trutype"  trade  name.  This  name 
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had  been  retained  to  preserve  the  identity  of  the  Rockford  division  and 
made  it  possible  for  both  the  Jamestown  and  Rockford  salesmen  to  sell 
their  lines  to  the  same  store. 

In  1942  the  company's  regular  civilian  line  constituted  75%  of  total 
sales.  The  relative  importance  of  the  different  product  lines,  as  compared 
with  earlier  years,  is  indicated  by  the  following  percentage  figures: 


Wood  and 
Upholstered 
Furniture 

Reed,  Rattan, 
and  Fibre 
Furniture 

Baby 
Carriages 

1926  

27% 

27% 

14.5% 

1932  

25 

13 

28.0 

1942  

39 

3 

8.0 

Tubular 

Metal 
Furniture 

Railway 
Car 
Seats 

School 
Furniture 

Public 
Seating 
Line 

1926  

7-5% 

3-0% 

2% 

1932  

12-5%  ■ 

2.5 

7.0 

12 

1942  

20.0 

20.0 

3.0 

7 

Twenty-five  per  cent  of  1942  sales  represented  war  items,  and  Mr. 
Woodman  estimated  that  at  least  75%  of  1943  sales  would  be  in  war 
goods.  As  early  as  July,  1940,  Mr.  Woodman  recognized  that  the  furni- 
ture industry  would  eventually  feel  the  pressure  of  wartime  restrictions 
and  concluded  that  he  should  make  an  effort  to  obtain  some  war  con- 
tracts. Shortly  afterward,  as  a  result  of  successful  bids  which  he  sub- 
mitted, the  company  was  turning  out  wooden  tent  pins,  barracks  chairs 
and  chair  parts,  and  gun  stocks.  Later  the  company  was  awarded  a 
sizable  contract  for  bunk  beds  by  the  Quartermaster  Corps.  These  early 
contracts  served  two  purposes :  in  the  first  place,  they  educated  the  entire 
organization  how  to  do  new  and  different  work  and  to  think  in  terms  of 
a  wartime  plant;  in  the  second  place,  they  caused  the  word  to  be  spread 
around  procurement  offices  that  the  Woodman  Chair  Company  was 
doing  war  work. 

This  work  rapidly  began  to  take  up  an  inordinate  amount  of  Mr. 
Woodman's  time;  and,  so  as  to  be  relieved  of  following  details  in  the 
factory,  Mr.  Woodman  appointed  Mr.  Wilder  as  his  assistant  on  war 
work  at  Jamestown.  At  about  the  same  time,  an  officer  from  Naval 
Bureau  of  Ordnance  asked  Mr.  Woodman  to  submit  costs  on  a  contract 
for  incendiary  bomb  nose  fuses.  These  fuses  were  small  metal  gadgets 
which  the  company  could  turn  out  with  the  equipment  in  its  machine 
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shop.  A  large  contract  for  50  mm.  projectiles  was  the  only  one  which 
involved  any  substantial  amount  of  new  machinery;  in  this  case  the 
Navy  purchased  and  installed  the  large  machines  which  were  to  be 
operated  by  the  company.  In  March,  1943,  the  Jamestown  plant  was 
turning  out  products  under  twelve  separate  contracts  for  the  Army, 
Navy,  and  Maritime  Commission,  and  Mr.  Woodman  was  dealing  with 
six  different  contracting  officers. 

In  much  the  same  way,  by  being  receptive  to  new  ideas  and  by  follow- 
ing up  all  sorts  of  leads,  Mr.  Johanson  had  taken  on  a  large  amount  of 
war  work.  The  following  table  lists  the  major  contracts  outstanding  in 
March,  1943.  At  that  time,  these  contracts  did  not  present  any  major 
production  problems;  minor  changes  in  plant  layout  had  been  made, 
and,  after  adjusting  operations  on  the  assembly  lines,  production  flowed 
along  smoothly. 

Jamestown 

Product 

50-mm.  projectiles  

Bomb  nose  fuses  

Metal  parts  for  signal  equipment 
Lifeboats  

ROCKFORD 
105-mm.  projectiles  Fixed  price 

Tubular  fuselage  for  gliders  Subcontract  for  General  Motors, 

fixed  price  subject  to  adjust- 
ment 

Tubular  motor  mounts  for  air- 
planes  Subcontract  for  Consolidated  Air- 
craft; cost  plus  a  fixed  fee 
Parts  for  marine  motors  Fixed  price 

Mr.  Grey,  the  treasurer,  was  responsible  for  all  cost  records  covering 
these  contracts.  That  he  had  a  full  appreciation  of  the  financial  and  cost 
problems  involved  in  handling  government  contracts  was  clear  from 
the  following  remarks  taken  from  an  address  which  he  delivered  before 
a  group  of  accountants  meeting  in  Buffalo  in  January,  1943. 

War  has  become  our  chief  business.  .  .  .  We  must  recognize  that  the  gov- 
ernment intends  to  control  the  battle  of  production  as  completely  as  our  military 
people  order  the  tactics  of  the  battlefield.  .  .  .  You  must  not  overlook  the  re- 
negotiation provisions  in  your  contract  which  permit  the  audit  of  actual  costs, 
those  provisions  which  may  determine  excessive  profits,  and  the  provisions  which 
permit  the  return  of  those  excessive  profits  to  the  government.  ...  If  you  are 
producing  both  for  the  government  and  for  civilian  requirements,  your  problems 
are  even  more  complex  because  you  then  have  the  difficult  job  of  allocation.  .  .  . 


Type  of  Contract 
Fixed  price 
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Consider  for  the  moment  the  effect  upon  cost  of  a  sudden  rise  in  volume  or 
the  number  of  shifts  per  day;  the  effect  of  accelerated  depreciation  due  to 
speedup;  the  obsolescence  of  machinery  arising  from  changes  in  specifications; 
the  effect  of  the  high  cost  of  skilled  labor;  the  cost  of  training  that  labor;  the 
additional  traveling  by  your  executives  and  engineers;  their  neighborly  telephone 
calls  and  mile-long  telegrams;  and  the  more  intensive  inspection  caused  by  close 
tolerances  of  governmental  work.  .  .  .  Consider  the  cost  of  rearrangement  to 
establish  adequate  flow  of  production;  the  introduction  of  new  facilities;  and  the 
many  other  things  which  are  complicated  and  a  burden  on  the  cost  accountant's 
shoulders.  He  must  carry  the  bag.  He  is  the  fellow  who  stands  between  the  cross- 
fire of  a  governmental  auditor  and  the  Brass  Hat  who  gives  him  a  pay  check,  and 
to  satisfy  both  is  a  problem  in  wizardry  that  never  will  be  solved  by  keeping  your 
feet  under  the  desk  or  your  eye  on  the  book  shelf.  .  .  . 

As  a  means  of  handling  war  contracts  on  the  company's  books  of 
account,  Mr.  Grey  set  up  a  separate  control  account  for  each  contract. 
Into  each  account  was  charged  the  actual  cost  of  materials  used,  this 
being  determined  from  requisitions  and  purchase  invoices,  plus  actual 
direct  labor  costs  obtained  from  the  original  payroll  records,  plus  stand- 
ard burden  charged  at  the  rate  of  110%  of  direct  labor,  as  on  the  civil- 
ian business;  the  normal  safety  factor  of  5  %  was  added  before  adding 
20%  of  sales  value  to  cover  selling  and  administrative  expenses,  just  as 
on  the  civilian  lines.  By  consolidating  these  control  accounts  Mr.  Grey 
was  able  to  determine  costs  and  profits  on  the  total  war  business.  None 
of  the  company's  contracts  had  been  reviewed  by  the  Price  Adjustment 
Board;  but  Mr.  Grey  was  confident  that  representatives  of  the  Board 
would  approve  the  company's  figures,  and  he  was  making  no  special 
provisions  in  advance  for  renegotiation  discussions.  Mr.  Woodman  had 
discussed  the  contract  cost  controls  with  Mr.  Grey  and  had  approved 
the  method  by  which  they  were  being  handled. 

In  March,  1943,  Mr.  Woodman  was  concerned  not  only  with  his 
usual  responsibilities  as  president  and  general  manager  but  also  with 
many  new  problems  inherent  in  manufacturing  operations  during  war- 
time. The  shortage  of  raw  materials  and  supplies  made  it  necessary  for 
him  to  develop  contacts  with  new  sources  for  such  essential  parts  as 
screws,  nuts,  washers,  and  cotter  pins.  An  almost  endless  number  of 
new  governmental  regulations,  PRP,  CMP,  and  restrictive  orders  of  all 
sorts,  had  to  be  studied  and  provisions  established  to  assure  compliance. 
Many  new  questions  relating  to  the  company's  remaining  civilian  busi- 
ness required  decisions :  What  should  be  done  about  leases  held  on  large 
showroom  space  in  eight  different  cities?  Should  salesmen's  declining 
commissions  be  supplemented  with  a  salary  allowance?  Should  sales- 


496 


POLICY  FORMULATION  AND  ADMINISTRATION 


men  being  retrained  for  factory  work  continue  to  receive  commissions 
on  orders  shipped  into  their  territory?  How  much  additional  civilian 
business  could  the  company  discontinue  without  injuring  permanently 
its  customer  relations?  Such  questions,  along  with  many  others,  had  to 
be  resolved;  and  Mr.  Woodman  did  not  believe  in  leaving  to  subor- 
dinates the  responsibility  of  making  decisions  and  taking  action. 

In  discussing  his  philosophy  of  management  Mr.  Woodman  recalled 
a  businessman  whom  he  knew  in  England.  This  gentleman  insisted  on 
signing  every  check  which  his  company  wrote,  as  a  means  of  keeping 
himself  informed.  Although  Mr.  Woodman  did  not  carry  his  personal 
supervision  to  that  extreme,  he  did  make  it  a  point  to  keep  himself  in- 
volved in  everything  that  was  happening.  In  the  first  place,  Mr.  Wood- 
man had  observed  that  the  successful  presidents  of  furniture  companies 
were  those  who  kept  themselves  well-informed  on  the  operations  of 
their  own  business  right  down  to  the  finest  details.  In  the  second  place, 
he  felt  that  the  president  should  set  an  example  for  the  rest  of  the  or- 
ganization. He  suggested  that  fundamentally  there  is  not  much  variation 
in  the  mental  capacity  of  individual  people — that  the  average  person  is 
not  only  observing  but  intelligent,  and,  once  an  employee  discovers 
that  the  boss  does  not  know  the  whole  story,  that  person  is  inclined  to 
become  careless  in  handling  his  own  job. 

Mr.  Woodman  arrived  at  the  office  at  7:30  o'clock  each  morning. 
Working  in  his  shirt  sleeves,  he  spent  the  first  half  hour  reading  the 
morning  mail;  he  then  dictated  letters  to  his  secretary  for  at  least  an 
hour.  He  would  then  frequently  walk  through  the  plant,  checking  up 
on  production  methods  and  making  certain  that  schedules  were  being 
maintained.  Returning  to  his  office,  he  generally  found  someone  waiting 
to  discuss  any  one  of  a  number  of  problems — and  the  range  was  with- 
out limit.  Before  lunch  he  might  have  to  spend  time  talking  with  the 
organizers  from  the  local  labor  office  who  always  felt  they  had  impor- 
tant business.  The  afternoons  were  as  busy  as  the  mornings,  and  he 
seldom  left  the  office  before  6  o'clock.  This  summary  does  not  include 
the  one  week  each  month  Mr.  Woodman  spent  at  Rockford;  nor  does 
it  provide  for  such  outside  activities  as  trade  meetings,  conferences  at 
military  procurement  offices  in  New  York,  visits  to  suppliers'  plants,  and 
trustees'  meetings  at  the  Jamestown  Savings  Bank,  to  mention  only  a 
few. 

In  the  evenings  after  reading  the  New  York  Journal  of  Commerce 
and  perhaps  a  significant  article  in  one  of  the  trade  publications,  Mr. 
Woodman  devoted  time  and  thought  to  some  of  the  company's  general 
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Exhibit  2 

Woodman  Chair  Company 

Balance  Sheet  Statements  as  of  December  31 

Assets                              1922  1924  1926 

Cash  $  1,338,578  $     641,213  $  1,224,589 

Notes  and  Accounts  Receivable                4,131,331  4,692,617  5,099,730 

Inventories                                           9,667,045  11,199,884  9,828,290 

U.S.  Treasury  Tax  Notes   616,507     

Total  Current  Assets  $15,753,461  $16,533,714  $16,152,609 

Sundry  Investments                                    36,113  53,548  60,928 

Investment  in  Affiliated  Companies ....       

Mortgage  Notes  Receivable        

Plant  and  Equipment,  less  Reserves           8,018,797  8,324,524  7,692,740 

Deferred  Charges                                       64,883  101,974  113,113 

Total  Assets  $23,873,254  $25,013,760  $24,019,390 

Liabilities 

Notes  Payable        

Accounts  and  Drafts  Payable  $     610,705  $     922,585  $  769,434 

Accruals        

Accrued  Taxes                                         174,882  245,532  100,110 

Total  Current  Liabilities  $     785,587  $1,168,117  $  869,544 

Notes  Payable  June  30,  1945        

Contingency  Reserves        

Preferred  Stock                                      8,547,270  8,297,580  8,291,061 

Common  Stock                                    7,380,000  7,380,000  7,380,000        7,380,000  7,380, 

Surplus                                                7,160,397  8,168,063  7,478,785        6,041,878  2,554, 


1928 

1930  \ 

$  1,374,718 

$  3,952, 

5,076,824 

2,716, 

8,051,020 

4,646, 

$14,502,562 

$11,315, 

63,389 

37, 

7,210,142 

6,356, 

134,776 

129,!, 

$21,910,869 

$17,838,' 

$  286,536 

$  88,. 

241,895 

195,! 

$  528,431 

$  283,; 

7,960,560 

7,619, 

Total  Liabilities  $23,873,254     $25,013,760     $24,019,390     $21,910,869  $17,838, 


Preferred  Dividend  in  Arrears           380, 

*  In  red. 

problems,  such  as,  for  example,  the  postwar  period.  It  was  possible  that 
the  company  would  decide  to  offer  a  smaller  line  with  sales  quotas  based 
on  types  of  pieces  rather  than  on  dollar  volume,  as  a  means  of  standard- 
izing production  to  achieve  lower  costs.  Such  a  step  might  be  unwise, 
however,  if  it  put  the  company  in  direct  competition  with  the  short-line 
producers  in  the  South,  and  it  was  difficult  to  determine  which  lines 
should  be  eliminated.  In  the  case  of  reed,  rattan,  and  fibre  products, 
it  was  not  clear  just  what  would  have  been  gained  by  dropping  the  line. 
The  company  already  owned  the  production  machinery;  it  had  no  use 
for  the  manufacturing  space  which  it  occupied;  and  there  was  more 
than  a  slight  sentimental  attachment  to  a  product  which  had  been  so 
important  throughout  the  company's  history.  Furthermore,  the  skilled 
reed  workers,  many  of  whom  had  worked  for  the  company  from  thirty- 
five  to  fifty  years,  were  dependent  upon  the  company  for  their  liveli- 
hood, and  Mr.  Woodman  took  such  a  personal  interest  in  the  employees 
that  he  was  unwilling  simply  to  discontinue  their  jobs.  Also,  Mr.  Wood- 
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1932 

1934 

1936 

1938 

1939 

1940 

1941 

704? 

81,438,533 

$  539,995 

$  82,123 

$  251,243 

$  126,054 

$  163,367 

$  290,658 

$  446,440 

1,307,249 

973,912 

1,847,307 

1,447,403 

1,989,270 

1,939,995 

2,426,624 

2,038,889 

1,915,351 

1,988,048 

2,437,653 

2,471,870 

2,528,420 

2,553,525 

3,460,637 

3,382,996 

246,664 

K,001,l  33 

$3,3Ul,y33 

CA  AQ1 

$4,  jO/,Uo3 

<C/t  1  "7 A  cn 

$4,1  /U, 31/ 

<C/I  A/11  "7/1/1 
$4,043,  I0!0! 

$4,030,00 / 

<C  a  l  "7"?  m  n 

$  o,i//,yiy 

<t    zr  11/1  OOO 

$  o,ii4,yoy 

1        f>  ^IX 

1  ill 

J-,Z3/ 

1  Q  477 

7"* 

/3,34o 

ZD,  313 

ZO,314 

"77  «;i  Q 

z/,3iy 

80,464 

80,464 

80,464 

80,464 

564,570 

1 

i),  500, 421 

A  a  o  o  a*i  r\ 

4,488,029 

4,605,057 

4,868,259 

4,191,994 

4,735,123 

4,778,324 

3,748,466 

j  109,128 

108,812 

97,931 

108,432 

127,558 

113,527 

104,214 

114,214 

jp, 277, 205 

(CQ   1  AA  All 

<Cn  aqa  c  a  q 

$y,2ZU,/56 

$y, 0/0,2/3 

$y,oiz,5i5 

<Ti  1  i  oa") 
$11,100,042 

<Tl  A  /CCA  ">  T> 

$1U,03U, Z22 

$  184,500 

$  184,500 

$  584,250 

$  184,500 

$  922,500 

1  73,298 

$  83,196 

291,263 

466,110 

590,331 

643,740 

511,016 

$  612,251 

!j  139,944 

140,866 

168,685 

78,030 

75,175 

76,783 

385,958 

278,604 

84,326 

70,640 

292,404 

446,710 

1  213,242 

$  224,062 

$  728,774 

$  728,640 

$1,249,756 

$  975,663 

$  2,111,878 

$  1,337,565 

679,944 

745,011 

717,582 

710,325 

659,403 

626,070 

184,500 

492,000 

1,710,418 

3,624,810 

3,713,924 

4,303,770 

4,289,010 

4,289,010 

4,289,010 

4,289,010 

f,380,000 

1,845,000 

1,845,000 

1,845,000 

1,845,000 

1,845,000 

1,845,000 

1,845,000 

1,026,455* 

2,406,162 

2,121,906 

1,598,335 

1,568,927 

1,792,517 

2,077,051 

2,060,577 

3),277,205 

$8,100,034 

$9,089,548 

$9,220,756 

$9,670,275 

$9,612,515 

$11,166,842 

$10,650,222 

H  747,365 

1,236,582 

161,783 

375,717 

428,901 

428,901 

214,450 

man  did  not  forget  that  the  company  always  had  been  a  specialty  pro- 
ducer with  a  broad  line,  and  that  in  certain  periods  this  had  been  its 
salvation.  Because  there  were  so  many  unknown  factors  in  the  picture, 
the  postwar  situation  could  not  be  actively  considered  until  the  future 
was  clearer.  The  company's  designer,  with  spare  time  because  of  the 
decline  in  his  civilian  business,  had  been  urging  the  company  to  start 
making  future  plans,  but  Mr.  Woodman  had  explained  that  he  was  now 
concerned  with  the  immediate  problems  of  war  production  and  not  with 
the  unknown  problems  of  some  period  in  the  indefinite  future.  He  be- 
lieved in  doing  first  things  first  and  in  not  allowing  the  issues  to  become 
confused.  Mr.  Woodman  had  not  taken  a  vacation  since  1939,  and  he 
did  not  expect  to  take  one  until  after  the  war  ended. 

The  following  men  were  directors  of  the  company  in  March,  1943: 

Mr.  John  Woodman,  President  and  General  Manager 
Mr.  Poland,  Vice-President  and  General  Sales  Manager 
Mr.  Anderson,  Vice-President  and  General  Counsel 
Mr.  Grey,  Secretary-Treasurer 
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Mr.  Johanson,  General  Manager,  Rockford  Division 

Mr.  Elliot  Moore,  Sales  Manager  of  the  public  seating  line  and  son  of  Charles 

Moore,  a  former  director 
Mr.  David  Macomber,  Superintendent  of  factory  maintenance,  brother  of  Blair 

Macomber,  a  former  director 
Mr.  Herbert  Ramsdell,  stockbroker  in  New  York,  brother  of  Arthur  Ramsdell,  a 

former  director 

The  board  met  on  an  average  of  once  in  two  months  and  functioned 
without  a  chairman.  In  addition  to  the  full  board,  an  executive  com- 
mittee composed  of  Messrs.  Woodman,  Poland,  Anderson,  and  Johan- 

Exbibit  4 

Index  of  Furniture  Production 

Federal  Reserve  Board 
(Monthly  Average,  1935-39  =  100) 

1925  112  1931   78  1937  117 

1926.........  120  1932   54  1938   87 

1927  126  1933   60  1939  107 

1928  124  1934   61  1940  117 

1929  135  1935   83  1941  145 

1930   95  1936  106  1942  141 

son  held  authority  to  act  for  the  board.  If  a  question  which  should  be 
considered  by  the  directors,  such  as  the  declaration  of  a  dividend,  came 
up  at  a  time  when  it  was  inconvenient  to  assemble  the  whole  board,  Mr. 
Woodman  would  correspond  with,  or  telephone  to,  the  other  three  men 
on  the  executive  committee,  and  with  their  approval,  he  would  take 
action;  the  executive  committee's  approval  would  be  ratified  by  the 
board  at  its  next  meeting. 

Two  of  the  older  directors,  Mr.  Perkins  and  Mr.  Macintosh,  both  of 
whom  had  been  especially  helpful,  had  died  prior  to  1943.  The  vacan- 
cies thus  created  had  not  been  filled  by  similar  men  from  the  outside,  for 
several  reasons.  Mr.  Woodman  stated  that,  at  the  time,  there  seemed  to 
be  no  likely  candidates  on  the  horizon.  Also,  he  explained,  the  com- 
pany's experience  with  other  outside  directors  had  not  been  favorable; 
they  were  not  always  in  regular  attendance,  they  were  not  familiar  with 
the  company's  problems,  and  they  generally  did  not  have  the  interest  in 
the  company  that  the  operating  men  had.  A  third  reason  for  not  adding 
outside  directors  was  that  by  so  doing  the  president  might  open  up  the 
whole  question  of  representation  on  the  board,  involving  complications 
with  family  interests.  Earlier,  when  one  of  the  directors,  a  member  of 
the  Woodman  family,  had  died,  his  widow  felt  that  her  son-in-law 
should  be  elected  to  the  board.  However,  Mr.  Woodman  felt  the  va- 
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cancy  should  be  held  for  the  deceased  director's  young  son.  Also,  a  stock- 
broker in  New  York  had  been  trying  for  some  time  to  get  himself  ap- 
pointed to  the  board  for  no  reason  other  than  personal  aggrandizement, 


Exhibit  5 

Value  of  Production:  Wood  Household  Furniture 

Census  of  Manufactures 


Year 

New  York. 

Illinois 

North  Carolina 

Virginia 

1923  

$96,488,030 

$68,322,680 

$38,682,530 

* 

1925  

88,926,449 

72,198,548 

48,149,403 

* 

1927  

90,876,983 

69,151,356 

50,996,065 

* 

1929  

* 

* 

56,737,000 

$28,221,000 

1931  

49,469,532 

28,362,774 

31,950,477 

22,186,912 

1935  

40,088,264 

27,649,697 

33,051,605 

22,540,157 

1937  

51,892,408 

41,578,829 

45,361,084 

29,124,048 

1939  

43,212,414 

37,809,254 

50,224,022 

29,918,919 

*  Not  available. 


and  Mr.  Woodman  opposed  his  candidacy.  In  both  cases,  as  a  reason  for 
not  acceding  to  their  wishes,  Mr.  Woodman  had  stated  that  he  felt  it  un- 
wise to  change  the  board  at  that  particular  time.  If  an  outsider  had  been 
elected  a  director  to  replace  Mr.  Macintosh  or  Mr.  Perkins,  it  might 
have  resulted  in  a  misunderstanding  on  the  part  of  the  director's  widow 

Exhibit  6 

Value  of  Production:  Fibre,  Rattan, 
Reed,  and  Willow  Household 
Furniture 

Census  of  Manufactures 


1923  $24,860,672 

1925   25,345,516 

1927   21,124,450 

1929   16,899,035 

1931   7,402,267 

1933   2,697,651 

1935   2,963,227 


and  the  stockbroker,  and  a  difficult  situation  would  have  developed  all 
over  again. 

There  were  approximately  500  preferred  stockholders,  with  a  ma- 
jority of  this  class  being  held  by  the  various  members  of  the  Higgins 
family.  The  preferred  stock  carried  the  right  to  elect  one  director;  in 
1943  Lars  Johanson  represented  the  preferred  stockholders.  There  were 
also  about  500  common  stockholders.  Approximately  65%  of  the  com- 
mon stock  was  held  by  direct  and  indirect  members  of  the  Woodman 
family  and  the  other  directors. 
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In  the  fall  of  1947  the  Alexander  Smith  &  Sons  Carpet  Co.  was  in 
the  third  year  of  its  postwar  program,  aimed  at  increasing  the  market 
for  woolen-pile  floor  coverings.  Plans  for  postwar  operation  were  cen- 
tered around  the  change  in  the  company's  distribution  policy  approved 
by  the  board  of  directors  in  1943.  At  that  time  the  company  decided  to 
market  its  products  through  its  own  sales  organization  directly  to  re- 
tailers. Theretofore  two-thirds  of  the  company's  sales  were  made  to 
wholesale  distributors.  The  other  one-third  was  made  to  large  retailers, 
to  industrial  customers,  and,  through  several  district  sales  offices,  to 
retailers  in  selected  areas. 

During  the  war  years  the  company  postponed  the  establishment  of 
the  proposed  new  sales  organization  because  of  curtailed  production  of 
rugs  and  carpets.  In  1945  upon  resumption  of  peacetime  production, 
the  company  began  to  hire  sales  personnel  to  man  the  new  selling 
branches.  By  1947  the  company  had  in  operation  28  district  and  branch 
sales  offices  and  21  warehouses,  with  20  district  sales  managers  super- 
vising approximately  130  salesmen;  prior  to  the  war  the  company  had 
had  only  40  salesmen. 

Selling  its  products  directly  to  retailers  represented  the  third  major 
change  in  the  company's  distribution  policy  since  1928.  Each  change 
was  intended  to  give  the  company  greater  control  over  the  distribution 
and  promotion  of  its  products  and  thus  bring  the  company  closer  to  the 
ultimate  consumer. 

The  management's  desire  to  maintain  greater  control  over  the  sale 
of  its  products  was  in  line  with  an  increasing  effort  in  the  soft-surface 
floor-covering  industry  to  place  greater  emphasis  on  merchandising  and 
selling.  Earlier,  manufacturing  was  considered  to  be  the  most  important 
function.  The  new  point  of  view  was  born  largely  in  the  1930's,  when 
it  was  very  difficult  to  sell  goods.  Since  about  the  turn  of  the  century 
there  had  been,  in  the  United  States,  a  declining  trend  in  the  annual 
family  purchases  of  soft-surface  floor  coverings.  In  1899  the  average 
American  family  purchased  4.5  square  yards  of  carpeting  a  year,  while 
between  1915  and  1929  the  average  declined  to  2.6  square  yards  a  year. 
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In  the  years  1934-37  the  annual  average  fell  to  1.6  square  yards,  and 
it  remained  at  approximately  that  level.  The  carpet  industry  did  not 
expand  its  physical  output  in  proportion  to  the  growth  of  population 
from  1899  to  1937;  during  that  period  the  output  of  the  industry  in- 
creased 52%,  while  population  increased  73%. 

It  was  estimated  that,  with  annual  average  family  purchases  of  2.6 
square  yards,  the  resulting  volume  of  approximately  97,000,000  square 
yards  would  absorb  the  industry's  full  productive  capacity.  This  yearly 
volume,  however,  was  not  the  minimum  requirement  for  the  industry 
below  which  the  carpet  companies  would  show  losses.  In  1933,  with 
an  industry  output  of  less  than  42,000,000  square  yards,  which  was  the 
low  of  the  depression  years,  the  Smith  company,  as  well  as  its  two  lead- 
ing competitors,  managed  to  show  a  profit. 

During  World  War  II  the  Smith  company,  along  with  the  other 
corporations  in  the  industry,  was  producing  material  such  as  cotton  duck 
and  blankets.  Carpet  production  for  civilian  use  accounted  for  only  15  % 
of  the  company's  output.  At  the  war's  end  the  pent-up  demand  for 
woolen-pile  floor  coverings  exceeded  the  industry's  immediate  level  of 
production.  In  addition,  the  high  level  of  national  income  and  nonfarm 
residential  construction  in  1947  intensified  the  demand  for  carpeting. 
The  management  of  the  Smith  company  was  therefore  faced  with  the 
immediate  problem  of  increasing  its  output  to  satisfy  the  large  demand. 

The  Alexander  Smith  &  Sons  Carpet  Co.  was  organized  in  1873  to 
take  over  the  partnership  in  which  Alexander  Smith,  the  founder,  had 
a  principal  interest.  The  company,  located  in  Yonkers,  New  York,  had 
grown  from  a  small  mill  operating  eighteen  hand  looms  to  one  of  the 
three  largest  carpet  companies  in  the  United  States.  By  1947  the  com- 
pany had  the  largest  single  mill  producing  woolen-pile  floor  coverings; 
it  had  56  acres  of  floor  space,  over  1,000  looms,  and  more  than  6,000 
employees. 

PRODUCTS 

The  Alexander  Smith  &  Sons  Carpet  Co.  manufactured  Axminster, 
plain  velvet,  and  printed  velvet  rugs  and  carpets.  The  terms  "Axminster" 
and  "velvet"  referred  to  the  type  of  loom  on  which  the  carpet  was 
woven.  Axminster  and  velvet  carpets  had  different  weave  constructions, 
the  limitations  of  the  looms  determining  the  types  of  carpet  woven  on 
them.  For  example,  weaving  on  an  Axminster  loom  usually  resulted  in 
a  carpet  of  complex  design  with  a  great  variety  of  colors,  although  it 
was  possible  to  weave  solid-color  carpeting  on  an  Axminster  loom.  The 
velvet  loom  was  designed  primarily  to  weave  solid-color  carpeting;  how- 
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ever,  by  a  special  drum-dyeing  process,  the  company  was  able  to  pro- 
duce velvet  carpeting  with  designs.  (C.  H.  Masland  &  Sons  produced 
velvet  and  Wilton  carpeting.  The  latter  was  manufactured  on  a  loom 
with  a  Jacquard  mechanism  which  produced  a  five-  or  six-color  pattern. 
In  carrying  Masland  Wilton  carpets  the  Smith  company  was  able  to 
present  a  complete  line  of  woolen-pile  floor  coverings.) 

The  company's  products  were  in  a  variety  of  qualities,  patterns,  and 
sizes.  Quality  was  determined  by  the  number  of  rows  per  inch  woven 
horizontally.  Each  quality  was  referred  to  as  a  "line,"  which  was  pro- 
duced in  many  patterns  and  sizes.  In  Axminster  carpets  and  rugs  the 
company  produced  five  lines  or  qualities  ranging  from  4  rows  per  inch 
to  9  rows  per  inch.  Within  each  line  there  were  seven  to  ten  patterns 
in  27  inch,  9  foot,  and  12  foot  widths.  In  velvet  carpeting  there  were 
four  qualities  or  lines  in  a  straight-pile  fabric  and  five  lines  in  a  twisted- 
yarn  pile.  The  velvet  carpeting  was  produced  in  27  inch,  9,  12,  15,  and 
18  foot  widths. 

In  1947  the  company  produced  carpeting  at  the  rate  of  20  million 
square  yards  a  year.  Approximately  two-thirds  of  the  production  was 
Axminster  carpets  and  rugs,  and  one-third  was  velvet.  Although  it 
produced  floor  coverings  in  all  competitive  price  ranges,  the  company 
geared  its  production  chiefly  to  the  popular-priced  market.  In  1941 
approximately  92%  of  the  company's  Axminster  production  was  in 
the  4,  4/3,  and  5%  row  qualities,  which  were  in  greatest  demand  by  the 
bulk  of  the  public. 

Retail  prices  for  the  company's  products  ranged  from  $64.50  for  a 
9  X  12  foot  4/3  row  Axminster  to  as  high  as  $14  a  square  yard  for  a 
Masland  Wilton  carpet.  All  qualities  above  a  7  row  in  Axminster  and 
most  velvet  goods  sold  for  more  than  $100  retail  for  a  9  X  12  foot  rug. 

Besides  selling  the  carpeting  produced  in  its  own  mills,  the  company 
was  the  sole  selling  agent  for  C.  H.  Masland  &  Sons,  a  manufacturer 
of  printed  velvets  and  Wilton  carpets.  Moreover,  the  company  owned 
virtually  all  the  common  stock  and  most  of  the  preferred  stock  of  the 
Sloane-Blabon  Corporation,  a  manufacturer  of  hard-surface  floor  cov- 
erings; these  included  linoleum,  asphalted-felt  base  goods,  and  rubber 
tile.  Operations  of  the  Sloane-Blabon  subsidiary  were  entirely  independ- 
ent of  the  parent  corporation. 

MARKETS 

The  ultimate  markets  for  the  company's  products  were  divided  into 
two  groups :  ( 1 )  home  market  and  ( 2 )  industrial  market.  Purchasers 
of  carpeting  for  home  use  included  newlyweds,  persons  moving  into 
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new  houses,  and  families  replacing  worn  carpeting.  The  percentages 
of  woolen-pile  floor  coverings  for  the  entire  industry  reaching  the  above 
three  groups  were  as  follows:1 

Newly  weds  30% 

Movers  20% 

Replacement  buyers  42% 

Another  survey  made  by  the  Carpet  Institute,  Inc.,  the  industry  trade 
association,  showed  the  annual  purchases  per  family  in  the  three  home- 
consumer  groups  to  be  as  follows: 

Newly  weds  14-16  sq.  yards 

Movers   6     sq.  yards 

All  others   f     sq.  yards 

In  terms  of  dollars,  1 5  %  of  the  company's  sales  were  to  the  industrial 
market  for  carpeting.  This  group  included  hotels,  theaters,  night  clubs, 
and  department  stores  for  store  use.  In  1947  the  industrial  market 
absorbed  almost  comple-tely  the  company's  production  of  patterned 
velvet  goods. 


THE  CARPET  INDUSTRY 

The  carpet  industry  in  the  United  States  reached  a  level  of  production 
in  1904  that  was  exceeded  only  in  1923.  In  1904  the  industry  produced 
over  82  million  square  yards  of  goods;  while  in  1923,  after  the  intro- 

Exhibit  1 

Production  of  Wool  Carpets  and  Rugs 
in  the  United  States 
for  Selected  Years,  1899-1946 


(In  Millions) 

Year 

Dollars 

Square 
Yards 

1899  

$  43.6 

76.4 

1921  

100.0 

52.9 

1925  

181.9 

73.1 

1929  

174.3 

73.4 

1933  

69.2 

41.9 

1939  

147.7 

61.9 

1941  

212.1 

77.1 

1943*  

82.8 

27.4 

1946 f  

221.7 

58.7 

*  Curtailed  production  due  to  war. 
t  First  full  year  of  peacetime  production  since  1941. 
Source:  1899-1939,  Census  of  Manufactures;  1941-1946,  Carpet 
Institute,  Inc. 


Carpet  Institute,  Inc.,  Your  Handbook  (Merchandising  Clinics,  1947-1948),  p.  8. 
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duction  of  the  broadloom  to  carpet  weaving,  square  yardage  output  ex- 
ceeded 83  million.  Dollar  volume  in  1904,  however,  was  only  $56 
million,  and  this  total  was  exceeded  even  during  the  severe  depression 
years  of  the  1930's  (see  Exhibit  1 ) . 

Exhibit  2 

Output  of  Hard-Surface  Floor  Coverings 
for  Selected  Years,  1925-39* 


(In  Millions) 


Year 

Dollars 

Square 
Yards 

1925 

77.5 

130.7 

1927 .  . 

81.5 

161.7 

1929 .  . 

85.7 

166.3 

1937 .  . 

66.0 

192.8 

1939.  . 

67.4 

202.6 

*  Figures  for  linoleum  and  asphalted-felt  base  goods  combined. 
Source:  Census  of  Manufactures,  1939. 


Since  the  1920's  the  carpet  industry  had  faced  increasing  competition 
from  the  hard-surface  floor-covering  industry.  This  included  manu- 
facturers of  linoleum  and  asphalted-felt  base  floor  coverings  (see  Ex- 
hibits 2  and  3). 

Exhibit  3 


Percentage  Changes  in  Physical  Output  of  Hard-Surface  and  Soft- 
Surface  Floor  Coverings  and  Percentage  Increase  in  Population 
for  Selected  Years,  1899-1937 


Period 

Hard-Surface 
Floor  Coverings 

Soft-Surface 
Floor 
Coverings 

Population 

Asphalted-Felt 
Base* 

Linoleum 

1899-1937  

** 

** 

+52 
+29 
-21 

+73 
+21 
+  16 
+  16 
+  6 

1899-1909  

** 

** 

1909-19  

** 

+  14 
+50 
-17 

1919-29  

+332 
+  44 

+62 
-  8 

1929-37  

Plus  (+),  increase;  Minus  (— ),  decrease. 

*  The  largest  segment  of  the  hard-surface  floor-covering  industry. 
**  Not  listed. 

Source:  Solomon  Fabricant,  The  Output  of  Manufacturing  Industries,  1899-1937  (New  York:  National  Bureau 
of  Economic  Research,  Inc.,  1940),  pp.  142,  170. 


The  average  price  of  hard-surface  floor  coverings  declined  between 
1914  and  1937,  while  the  average  price  of  soft-surface  floor  coverings 
tended  to  rise  in  that  period  (see  Exhibit  4).  Out  of  a  total  of  202.6 
million  square  yards  of  hard-surface  floor  covering  production  in  1939, 
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asphalted- felt  base  piece  goods  and  rugs  accounted  for  more  than  82  % 
of  the  total,  while  linoleum  production  accounted  for  18%. 

In  an  effort  to  reverse  the  downward  trend  in  the  average  family's 
purchases  of  carpeting,  the  management  of  Smith  was  co-operating  with 
the  Carpet  Institute,  Inc.,  in  a  program  (1)  to  stimulate  consumer 
purchases  by  promoting  the  style  factor  in  carpets  and  ( 2 )  to  stimulate 
the  retailer  to  do  a  better  selling  job.  The  Carpet  Institute  began  to  plan 
its  postwar  program  in  1942.  Committees  of  representative  member 

Exhibit  4 


Average  Prices  of  Hard-Surface  and  Soft-Surface  Floor  Coverings 
for  Selected  Years,  1914-37* 

(In  Dollars  per  Square  Yard) 


Year 

Soft 

-Surface  Carpeting 

Asphalted-Felt 
Base  Floor  Coverings 

Axminster 

Wilton 

Velvet 

Piece  Goods 

Rugs  . 

1914  

$1.27 

$1.87 

$0,991 

t 

t 

1919  

2.45 

3.68 

2.13 

$0.458j 

1921  

2.68 

3.47 

1.92 

0.4111 

1923  

2.69 

4.63 

2.24 

$0,302 

$0,574 

1925  

2.14 

4.55 

1.94 

0.318 

0.533 

1929  

2.15 

3.98 

1.93 

0.257 

0.365 

1931  

1.79 

3.12 

1.97 

0.234 

0.263 

1937  

2.20 

3.34 

2.85 

0.216 

0.239 

*  Average  price  based  on  f.o.b.  factory  prices  (computed  by  dividing  total  value  of  output  by  total  square  j 
yards  produced). 

t  Not  available  prior  to  1919. 

%  Piece  goods  and  rugs  combined.  I 
Source:  Solomon  Fabricant,  The  Output  of  Manufacturing  Industries,  1899-1937  (New  York:  National  Bureau  1 
of  Economic  Research,  Inc.,  1940),  pp.  417-21. 

companies  studied  the  industry's  situation  and  agreed  on  a  five-point 
program  for  retail  sales  training,  merchandising,  advertising,  color  co- 
ordination,  and  public  relations.  This  "unified,  co-ordinated,  postwar 
program"  was  considered  by  the  industry  a  rebirth  of  its  sales  approach  I 
to  the  consumer. 

Mr.  William  F.  C.  Ewing,  first  vice-president  and  treasurer  of  the 
Smith  company,  summarized  his  firm's  point  of  view  on  this  program 
as  follows:  "We  believe  the  program  to  increase  the  market  for  car- 
peting is  an  industry  job.  One  company  cannot  undertake  it  alone.  We 
want  to  broaden  the  entire  market  for  carpeting,  and  in  the  course  of 
doing  that  our  company  will  get  its  share  of  the  increased  business.  Our 
objective  is  not  to  eat  off  our  competitors'  plates  but  to  increase  the 
total  demand  for  carpeting." 
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The  outlook  for  the  industry  in  1947  was  favorable.  The  restricted 
production  during  the  war  created  a  pent-up  demand.  Estimates  of  1947 
national  income  indicated  that  it  reached  an  all-time  high  of  close  to 
$200  billion.  There  was  increased  activity  in  residential  nonfarm  con- 
struction in  1946,  with  a  total  of  440,000  dwelling  units  completed. 
The  estimate  of  units  to  be  completed  in  1947  listed  in  the  Survey  of 
Current  Business  for  November,  1947,  was  between  825,000  and  850,- 
000  units.  In  the  past  the  carpet  industry's  volume  of  sales  was  very 
closely  related  to  the  activity  of  residential  construction  and  national 
income. 

COMPETITIVE  SITUATION 

The  1939  Census  of  Manufactures  reported  that  there  were  forty- 
three  companies  in  the  carpet  industry.  The  Bigelow-Sanford  Carpet  Co., 
the  Alexander  Smith  &  Sons  Carpet  Co.,  and  the  Mohawk  Carpet  Co. 
were  the  three  largest  producers  in  the  industry.  Their  combined  sales 
volume  of  $103,000,000  in  1941  accounted  for  more  than  48%  of 
the  industry's  sales. 

Each  of  the  Smith  company's  two  large  competitors  produced  a  com- 
plete line  of  products  in  all  qualities,  paralleling  the  Smith  company's 
lines.  Bigelow-Sanford,  the  Smith  company's  largest  competitor,  tended 
to  place  more  emphasis  on  products  for  the  upper-middle  income  groups. 
The  Smith  company  placed  its  product  emphasis  on  goods  for  the  lower- 
middle  income  groups.  Each  of  these  companies,  however,  produced 
lines  designed  to  provide  for  all  income  brackets. 

Competition  in  the  carpet  industry  was  based  to  a  large  extent  on 
selling  to,  and  through,  the  best  possible  consumer  outlets.  There  were 
usually  no  significant  price  differentials  in  normal  times  and  only  a  very 
limited  price  competition.  Consumer  brand  preference  for  carpets  had 
been  insignificant  in  the  past,  but  the  postwar  period  saw  more  emphasis 
being  placed  on  brand  advertising  by  the  carpet  companies. 

The  Smith  company  and  Bigelow-Sanford  sold  their  goods  directly 
to  retailers  through  district  and  branch  sales  offices.  Bigelow-Sanford 
had  done  so  since  1934,  whereas  the  Smith  company  had  changed  from 
direct  sales  to  retailers  in  1943.  The  Mohawk  Carpet  Co.  continued  to 
sell  its  products  through  wholesale  distributors. 

MAJOR  CHANGES  IN  DISTRIBUTION  POLICY,  1898-1938 

Until  1938  the  distribution  phases  of  the  company's  business  had  not 
been  emphasized.  Primary  emphasis  had  been  placed  on  mass  produc- 
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tion  and  high  volume  so  that  carpeting  could  be  produced  more  eco- 
nomically. From  1898  until  1928  the  company,  unlike  its  competitors, 
sold  its  products  by  auction.  The  mill  would  produce  at  full  capacity  for 
several  months;  and  when  a  sufficient  quantity  of  goods  was  accumu- 
lated, an  auction  would  be  held.  Sales  offices  were  maintained,  but  sales- 
men were  concerned  mainly  with  assembling  buyers  for  auctions. 

Auctions  were  discontinued  in  1929  because  the  company  could  not 
control  sales  of  its  products.  Buyers  with  adequate  finances  were  disap- 
pearing and  were  reluctant  to  commit  themselves  to  carry  large  inven- 
tories necessitated  by  this  method  of  sale. 

In  1928,  the  Smith  company  signed  a  ten-year  contract  with  the 
wholesale  carpet  division  of  W.  &  J.  Sloane  Co.  under  which  the  Sloane 
company  was  to  be  sole  selling  agent  for  the  Smith  company.  The 
wholesale  division  of  the  Sloane  company  was  sole  selling  agent  for  sev- 
eral smaller  mills,  including  C.  H.  Masland  &  Sons. 

This  contract  put  the  merchandising  of  Smith  products  entirely  in 
the  hands  of  the  Sloane  company.  Sloane  salesmen,  supervised  by  Sloane 
carpet  and  rug  sales  managers,  called  on  wholesalers  and  retailers.  Al- 
though styling  and  designing  of  products  were  carried  on  at  the  Smith 
mill,  the  Sloane  company  sales  managers  concerned  themselves  with 
merchandising  problems,  such  as  deciding  what  patterns  should  be 
carried  in  a  line. 

The  contract  with  Sloane  was  terminated  in  1938,  when  the  Smith 
company  purchased  the  entire  organization  of  the  Sloane  wholesale 
division.  This  step  was  taken  because  the  company  desired  greater  con- 
trol over  the  sale  of  its  products.  In  addition,  by  1938  the  trend  toward 
increased  emphasis  on  sales  promotion  had  been  established,  and  the 
company  desired  to  get  closer  to  the  consumer  in  the  distribution  chain. 

SALES  THROUGH  DISTRIBUTORS,  1938-43 

Upon  acquiring  the  wholesale  division  of  W.  &  J.  Sloane  Co.,  the 
Smith  company  began  selling  its  products  and  those  of  C.  H.  Masland 
&  Sons  to  approximately  forty-three  wholesale  distributors,  who  in  turn 
sold  to  retailers.  The  Sloane  rug  and  carpet  sales  managers  continued 
their  work  of  sales  supervision  and  merchandising. 

After  several  years,  disadvantages  of  selling  through  wholesale  dis- 
tributors became  apparent  to  the  company.  As  a  rule,  wholesalers  sold 
other  furnishings  besides  carpets  and  did  not  concentrate  on  selling 
Smith  products.  The  wholesalers  did  not  plan  sales  campaigns  with 
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retail  customers  or  assist  the  retailer  in  training  sales  personnel  to  sell 
carpeting.  In  addition,  the  Smith  company  had  no  control  over  the  level 
of  inventories  carried  by  the  wholesalers.  If  the  company  believed  a 
particular  wholesaler's  inventory  was  too  low  for  him  to  service  retailers 
properly,  it  was  limited  in  the  corrective  action  it  could  take.  The  Smith 
company  also  had  to  face  competition  among  its  own  wholesale  dis- 
tributors. In  one  city  five  Smith  distributors  were  competing  for  sales  to 
retailers.  Finally,  the  company  in  its  desire  to  place  greater  emphasis  on 
styling  and  design  found  that  wholesalers  were  not  too  helpful  in  de- 
termining what  the  consumer  wanted  in  style  and  color. 

In  areas  where  the  disadvantages  of  selling  through  wholesale  dis- 
tributors were  most  severe,  the  company  began  to  establish  its  own 
sales  offices  and  sell  directly  to  retailers.  In  some  cases,  large  retailers 
expressed  a  desire  to  buy  directly  from  the  mill.  To  maintain  satisfactory 
relations  with  these  retailers,  the  company  agreed  to  deal  directly  with 
them.  Thus,  at  the  beginning  of  the  war,  two-thirds  of  the  company's 
sales  were  made  through  wholesalers,  while  one-third  of  its  sales  was 
made  directly  to  retailers. 

In  1942  all  Smith's  major  executives  were  engaged  in  a  compre- 
hensive study  of  whether  to  discontinue  selling  through  wholesalers  and 
sell  directly  to  retailers.  Against  the  disadvantage  of  placing  selling  ex- 
pense on  a  more  fixed  basis  (by  selling  through  its  own  branch  sales 
offices,  where  formerly  the  bulk  of  distributing  expenses — wholesalers' 
margins — were  on  a  variable  basis),  the  executives  weighed  such  ad- 
vantages as  increased  sales  in  dollars  because  of  the  elimination  of 
wholesalers'  margins,  better  control  of  sales  and  inventories,  and  no 
duplication  of  sales  efforts. 

In  1943  the  board  of  directors  voted  to  eliminate  wholesale  distrib- 
utors. The  company  allowed  one  year  before  the  change  would  become 
effective,  so  that  wholesalers  could  liquidate  their  inventories.  Since,  in 
1943,  85%  of  the  company's  productive  capacity  was  devoted  to  war 
production,  the  wholesalers  could  liquidate  their  remaining  inventories 
easily  at  this  time.  The  change  was  also  timely;  some  wholesalers  were 
threatened  with  liquidation  because  of  scarcity  of  goods  for  them  to  sell. 

EXECUTIVE  ORGANIZATION,  1947 

Exhibit  5  is  a  chart  of  the  company's  organization  in  the  fall  of  1947. 
All  department  heads  reported  to  Mr.  Frederick  B.  Klein,  chairman  of 
the  board  and  president,  through  Mr.  William  F.  C.  Ewing,  first  vice- 
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president  and  treasurer.  Mr.  Klein  and  Mr.  Ewing  worked  together  on 
an  informal  basis,  illustrated  on  the  chart  by  the  office  of  ptesident 
block. 

Mr.  Klein,  age  sixty-one,  had  joined  the  company  in  1903  after 
graduating  from  high  school.  Starting  as  a  timekeeper,  he  became  a 
foreman  when  he  was  eighteen  years  old  and  superintendent  of  one  of 
the  mills  when  he  was  twenty-one.  He  worked  his  way  up  in  manu- 
facturing until  he  became  general  superintendent.  In  1933  Mr.  Klein 
was  appointed  president  of  the  company. 

Mr.  Ewing,  age  forty-eight,  a  descendant  of  Alexander  Smith,  the 
company's  founder,  joined  the  firm  in  1921  upon  graduation  from  Yale. 
Assigned  to  the  sales  department,  he  became  manager  of  the  San  Fran- 
cisco sales  office  in  the  early  1920's.  He  returned  to  the  New  York  sales 
office  in  1929;  and  when  Sloane  became  the  Smith  selling  agent,  he 
joined  the  Sloane  sales  organization  for  a  year  and  a  half.  Later  he  be- 
came secretary  of  the  company  in  charge  of  accounting  and  control.  In 
1933  he  was  appointed  first  vice-president  and,  in  1935,  treasurer. 

Mr.  Maitland  L.  Griggs,  forty-five-year-old  vice-president  of  manu- 
facturing, joined  the  company  in  1922  after  attending  Oxford  and 
Columbia  universities.  His  first  duty  was  that  of  a  clerk  in  the  wool-buy- 
ing department.  Next,  he  worked  in  the  stock  and  shipping  departments 
in  charge  of  trucking  and  cost  work.  He  became  assistant  superintendent 
of  the  Axminster  mill  in  1929  and  general  superintendent  in  1931.  He 
was  appointed  vice-president  in  charge  of  manufacturing  in  1933  and 
a  director  in  1934. 

Mr.  Wilbert  C.  Hammel,  age  forty-eight,  was  vice-president  for  sales. 
He  began  working  in  the  carpet  business  in  1914  as  a  department  man- 
ager with  the  retail  division  of  W.  &  J.  Sloane  Co.  In  1928  he  became 
Smith  carpet  sales  manager  with  the  Sloane  wholesale  division  and  con- 
tinued in  that  position  when  the  Smith  company  purchased  the  whole- 
sale division  of  W.  &  J.  Sloane  Co.  in  1938.  In  1946  he  was  appointed 
vice-president  in  charge  of  sales. 

The  general  sales  manager,  Mr.  Shiel,  age  sixty-three,  started  work- 
ing in  the  carpet  business  in  1899.  He  worked  with  the  Sloane  whole- 
sale division  as  rug  sales  manager  from  1928  to  1938  and  continued  as 
rug  sales  manager  in  the  Smith  organization  after  1938.  He  was  ap- 
pointed general  sales  manager  reporting  to  the  vice-president  for  sales 
in  1945. 

Mr.  Robert  P.  Ridges,  age  forty-four,  was  the  company's  secretary. 
He  supervised  all  accounting,  cost,  and  tax  work.  Prior  to  joining  the 
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company  in  1936  Mr.  Ridges  worked  with  a  public  accounting  firm.  He 
was  engaged  for  the  position  of  assistant  treasurer  and  became  secretary 
in  1937. 

Mr.  Harold  C.  Zulauf,  vice-president  in  charge  of  industrial  relations, 
came  to  the  company  in  1910.  He  started  as  an  office  boy  and  progressed 
through  various  supervisory  production  positions  until  he  became  gen- 
eral superintendent  in  1933.  In  1945,  Mr.  Zulauf  was  appointed  vice- 
president  in  charge  of  industrial  relations,  and  he  was  made  responsible 
for  all  phases  of  industrial  relations,  including  negotiating  with  the 
union.  The  company's  relations  with  its  employees  and  their  union  were 
very  cordial  and  satisfactory. 

MERCHANDISING 

Since  1940  the  carpet  industry  had  placed  greater  emphasis  on  mer- 
chandising. In  previous  years,  changes  in  merchandise  lines  had  con- 
sisted primarily  of  variations  in  patterns.  After  1940,  partially  as  a  result 
of  the  modern  tendency  in  home  design,  new  types  of  carpet  were  de- 
veloped with  new  weaves.  Such  developments  included  the  "sculptured 
effect,"  combinations  of  twisted  yarn  and  plain  yarn,  carpets  with  vary- 
ing pile  heights,  and  combinations  of  looped  piles.  New  developments 
in  color  since  1940  included  the  color  co-ordination  program  sponsored 
by  the  Home  Furnishings  Style  Council.  The  objective  of  the  council 
was  to  develop  standard  colors  in  the  main  home-furnishings  fields,  such 
as  floor  coverings,  drapery,  upholstery,  wallpaper,  and  paint.  In  1947 
the  council  had  agreed  on  fifteen  basic  colors,  known  as  "BHF"  (Better 
Home  Furnishings)  colors.  The  consumer,  when  decorating  a  home, 
could  then  select  one  of  several  combinations  of  BHF  colors,  and,  when 
purchasing  carpets,  draperies,  and  similar  items,  could  ask  for  the  par- 
ticular BHF  colors  that  harmonized  in  the  group  selected. 

These  new  merchandise  developments  were  considered  important 
steps  toward  "regaining  the  lost  yard."  The  Smith  company  believed 
that,  by  increasing  the  style  factor  in  carpeting,  consumers  would  con- 
sider redecorating  homes  more  frequently.  In  a  survey  made  by  an  in- 
dependent agency,  46%  of  the  consumers  believed  their  next  carpet 
or  rug  should  last  fifteen  years  or  more.  By  making  the  consumer  aware 
of  style  in  the  home,  the  company's  objective  was  to  encourage  replace- 
ment of  carpeting  every  seven  years.  In  addition,  the  company  hoped 
to  encourage  the  consumer  to  cover  bare  floors.  According  to  another 
survey,  56%  of  the  American  homes  had  no  dining-room  carpeting; 
50%  had  no  bedroom  rug  or  carpet.  As  an  indication  of  the  housewife's 
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increasing  interest  in  the  looks  of  her  home,  the  following  statistics  on 
circulation  of  home  magazines  are  cited : 2 

1928  1947* 

American  Home  (copies)   22,674  2,458,000 

Better  Homes  &  Gardens  (copies)  1,172,612  3,143,000 

Number  of  home  magazines   19  25 

*  Six-month  average. 

According  to  Mr.  Ewing,  the  company  was  not  a  pioneer  in  style; 
rather,  it  was  a  mass-production  mill  manufacturing  for  the  mass  market. 
He  compared  his  company's  styling  activities  with  those  of  the  Seventh 
Avenue  dress  companies,  which  mass-produced  new  styles  already  es- 
tablished by  high-class  designers  for  the  lower-price  dress  stores.  Simi- 
larly, he  stated,  radical  design  changes  in  carpets  were  not  immediately 
adopted  by  his  company  but  were  used  only  when  they  were  established 
and  feasible  for  production  in  large  quantities.  Examples  of  how  the 
company  adapted  designs  from  high-price  lines  for  the  mass  market 
were:  (1)  the  production  of  an  American-made  oriental-type  rug  in 
the  4/3  Axminster  line,  and  ( 2 )  production  of  a  twisted  yarn  carpet  in 
1935  for  sale  at  a  little  more  than  $3.00  a  square  yard,  whereas  formerly 
it  was  not  produced  for  less  than  $7.00  a  square  yard.  Over  1,000,000 
square  yards  of  this  twist  carpet  were  sold  in  the  first  ten  months  of 
1935.  The  problems  of  converting  high-price  carpet  designs  to  the  mass 
market  were  different  from  those  in  the  garment  trade  because  of  the 
technical  difficulties  involved. 

The  company's  merchandising  policy  for  1947-48,  when  demand 
exceeded  supply,  was  to  limit  the  lines  considerably  so  that  the  greatest 
yardage  production  would  b>e  attained.  The  production  manager  esti- 
mated that  the  number  of  items  in  the  lines  had  been  reduced  by  about 
50%  from  a  prewar  high  in  1941  of  550  patterns  to  225  patterns  in 
1947.  This  policy  was  established  with  the  full  support  of  the  top  sales 
and  manufacturing  executives. 

PREPARING  THE  LINES 

Rug  and  carpet  lines  were  prepared  semiannually  in  conjunction  with 
the  "market  openings"  held  in  Chicago  and  New  York  in  January  and 
June.  At  the  "markets"  the  lines  of  merchandise  in  the  household-fur- 
nishings industries  were  formally  presented  to  retail  buyers.  The  primary 
market  was  in  Chicago;  and  there  the  company  leased  floor  space  in  the 
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Merchandise  Mart,  a  building  consisting  of  show  space  for  household 
and  other  goods. 

The  Smith  company  began  revising  its  lines  about  five  months  before 
a  market  opening.  There  were  three  main  functions  performed  by  the 
sales  and  manufacturing  executives  and  the  stvlist  in  deciding  what 
styles  should  be  in  the  running  lines  for  the  market.  These  were:  (1) 
Estimating  the  quantities  of  carpeting  that  could  be  sold  by  grades  and 
sizes  for  the  six-month  period  beginning  with  the  market.  This  esti- 
mate was  prepared  separately  for  rugs,  carpets,  and  Masland  goods  by 
the  respective  sales  managers.  (  2  I  Determining  the  number  of  patterns 
within  each  grade  and  the  number  of  patterns  to  be  added  and  elimi- 
nated within  each  grade.  This  step  was  the  responsibility  of  the  com- 
pany's production  manager  for  the  lines  of  Smith  rugs  and  carpets, 
subject  to  the  approval  of  the  company's  merchandise  co-ordinator, 
Mr.  Griggs,  the  vice-president  for  manufacturing.  (The  production 
manager  reported  directly  to  Mr.  Griggs.  )  The  make-up  of  the  lines  on 
Masland  goods  was  the  joint  responsibility  of  the  executives  in  the  C.  H. 
Masland  company  and  the  Masland  sales  manager  in  the  Smith  organiza- 
tion. I  5  I  Selecting  the  designs  for  new  patterns  to  be  added  to  each 
line  of  carpeting.  This  was  the  joint  responsibility  of  the  sales  managers 
for  rugs  and  carpets,  the  vice-president  for  sales,  and  the  stylist 

( 1 )  Estimate  of  Sales.  About  rive  months  before  the  market  the 
Smith  rug  and  carpet  sales  manager  submitted  an  estimate  of  sales  in 
square  yards  by  grades  and  sizes  within  each  grade.  The  grades  were 
referred  to  as  '"lines"  and  were  actually  different  qualities  of  goods.  The 
estimate  of  sales  was  based  on  past  volume,  and  allowances  were  made 
for  expected  changes  in  economic  activity.  XTo  formalized  market  re- 
search was  involved  in  the  sales  estimate,  but  the  sales  manager  visited 
district  sales  offices  and  studied  sales  orders  to  keep  abreast  of  the  trends. 
These  trends  were  reflected  in  the  sales  estimate. 

After  sales  estimates  for  the  six  months  beginning  with  the  market 
were  computed  by  the  sales  managers,  they  would  be  submitted  to  the 
production  manager  who  was  responsible  for  the  second  step  in  the 
merchandising  procedure. 

(2)  Patterns  in  the  Lines.  Starting  with  the  estimate  of  sales  in 
square  yards  submitted  by  the  sales  managers,  the  production  manager 
detetmined  the  total  number  of  patterns  to  be  included  in  each  line  for 
the  coming  season,  the  patterns  already  in  the  lines  for  the  previous 
season  that  should  be  dropped  for  the  coming  market,  and,  finally,  the 
number  of  patterns  to  be  added  to  each  line. 
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In  performing  this  function  the  production  manager  used  a  set  arith- 
metic procedure  based  on  an  inventory  turnover  policy  established  by 
the  vice-president  for  manufacturing.  This  method  was  carried  out 
separately  for  each  line.  First,  the  production  manager  took  the  six- 
month  sales  estimate,  expressed  in  rolls  of  carpeting,  for  a  particular 
line  and  doubled  it  to  get  the  yearly  estimate.  Next,  he  added  to  the 
sales  estimate  a  specific  number  of  rolls  that  represented  the  normal 
inventory  for  the  line.  Then  he  divided  the  resultant  figure  by  the  estab- 
lished annual  inventory  turnover,  which  was  usually  four  or  five  times. 
That  quotient  was  divided  up  by  the  normal  manufacturing  quantity  to 
get  the  ideal  number  of  patterns  to  be  carried  in  that  line.  This  pro- 
cedure was  repeated  for  each  of  the  lines. 

The  following  is  an  illustration  of  the  method  described  above: 

a)  Six-month  sales  estimate  for  a  particular  line  =     500  rolls 

F)  Multiply  by  2  (500  X  2)  =  1,000  rolls 

0  Add:  Normal  inventor}-  (200  rolls}  =  1,200  rolls 

d)  Divide  by  the  established  inventory  turnover 

(5  times)  =     240  rolls 

e)  Divide  by  normal  manufacturing  quantity 

(20  rolls)  =      12  patterns 

The  sales  managers  and  the  vice-president  for  sales  would  discuss 
these  calculations  with  the  production  manager  and  the  vice-president 
for  manufacturing.  According  to  the  production  manager,  the  sales 
representatives  would  suggest  adding  several  patterns  to  a  line  above 
this  calculated  figure,  but  the  vice-president  for  manufacturing  and  the 
production  manager  would  try  to  adhere  to  the  latter's  "ideal  pattern" 
figure.  At  times  the  sales  department's  suggestions  would  be  followed, 
but  usually  only  if  the  number  of  patterns  in  another  line  could  be 
reduced  commensurately.  Any  differences  of  opinion  between  sales  and 
manufacturing  executives  were  worked  out  in  conference  to  mutual 
satisfaction. 

After  establishing  the  number  of  patterns  carried  in  each  line,  the 
production  manager  referred  to  inventory  turnover  of  the  patterns  in 
the  previous  line,  and  all  items  with  a  lower  turnover  than  the  estab- 
lished rate  would  usually  be  eliminated.  Then,  by  subtracting  the  re- 
maining previous  season's  patterns  from  the  number  set  for  the  line  for 
the  coming  season,  the  number  to  be  added  was  derived. 

Under  normal  conditions,  the  turnover  of  patterns  each  season — that 
is  the  patterns  dropped  from  or  added  to  lines — was  about  20^  of  the 
total  patterns  in  the  lines. 

( 3 )  Selecting  the  New  Patterns.    In  selecting  new  patterns  the  sales 
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managers,  the  vice-president  for  sales,  and  the  stylist  in  conference 
would  come  to  a  decision  after  viewing  all  new  possible  designs  pre- 
sented by  the  stylist.  The  company's  stylist  was  responsible  for  keeping 
abreast  of  style  trends  and  maintaining  a  backlog  of  new  designs.  He 
usually  traveled  abroad,  visited  art  galleries  and  museums,  and  attended 
style  shows.  He  also  visited  free-lance  artists  and  bought  from  them  their 
best  designs.  In  addition,  he  was  able  to  produce  original  designs. 

Since  the  end  of  the  war,  the  company  had  deviated  from  these  pro- 
cedures in  making  up  its  lines  because  the  demand  for  carpeting  was  so 
high  that  the  company  could  sell  all  it  could  produce;  and,  with  produc- 
tion at  a  minimum,  inventory  and  turnover  records  of  different  patterns 
were  almost  useless.  Therefore,  the  emphasis  was  on  increasing  output; 
and  the  number  of  items  in  the  lines  was  substantially  curtailed. 

In  preparing  the  line  for  the  January,  1948,  market,  the  sales  execu- 
tives agreed  to  curtail  the  number  of  items  still  further  in  an  effort  to 
boost  total  production.  Mr.  Ewing  stated  that  the  company  lost  $2,000,- 
000  of  production  in  the  first  half  of  1947  because  of  the  variety  of 
items  produced.  It  was  therefore  considered  that  to  limit  the  line  further 
in  1948  would  be  beneficial:  (1)  to  the  sales  department  because  it 
would  have  more  goods  to  sell;  (2)  to  the  manufacturing  department 
because  it  could  produce  longer  runs;  and  (3)  to  the  public  because  it 
would  have  a  larger  supply  of  goods  in  high  demand. 

After  the  initial  high  demand  was  met,  the  company's  executives 
agreed  that  the  variety  of  items  in  the  lines  would  have  to  be  increased 
again.  It  was  hoped,  however,  that  the  company  would  not  have  to 
carry  as  large  a  line  as  it  did  in  the  1930's.  During  those  years,  part  of 
the  inventories  had  to  be  sold  at  reduced  prices  as  new  patterns  came 
onto  the  market. 

All  the  executives  concerned  with  merchandising  worked  in  harmony 
with  one  another  in  making  up  lines.  The  vice-president  for  sales  stated 
that  he  constantly  considered  the  problems  of  the  manufacturing  depart- 
ment in  its  objective  of  producing  economically  through  long  runs.  The 
production  manager  stated  that,  even  in  the  prewar  years  when  the 
sales  department  would  suggest  more  patterns  than  the  manufacturing 
department  believed  were  economically  feasible,  differences  of  opinion 
were  settled  harmoniously. 

Mr.  Ewing  said  that  in  the  future  the  company  might  well  conclude 
that  its  merchandising  policies  tended  to  be  overly  influenced  by  the 
quest  for  production  economies. 
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MANUFACTURING 

The  company's  manufacturing  operations  were  divided  into  three 
major  sections:  (1)  yarn  making,  (2)  Axminster  weaving,  and  (3) 
velvet  weaving.  In  the  yarn-making  section  the  raw  wool  was  processed 
into  yarn  for  weaving.  The  Axminster  and  velvet  weaving  divisions 
performed  three  operations:  (a)  preparing  the  yarns  for  the  looms,  (b) 
weaving,  and  (c)  inspecting  and  finishing.  In  Axminster  weaving,  prep- 
aration of  yarns  for  the  looms  was  a  major  operation.  As  stated  previ- 
ously, Axminster  carpeting  was  a  multicolored  complex-patterned  fabric. 
It  was  necessary  to  assemble  the  various  colored  yarns  and,  in  what  was 
known  as  "Axminster  setting,"  to  wind  the  yarn  on  spools  in  the  proper 
color  sequence  conforming  to  the  requirements  of  the  patterns.  In  pre- 
paring the  yarn  for  looms  in  velvet  weaving,  for  the  most  part,  the 
yarn  was  wound  on  large  beams,  since  velvet  carpeting  as  a  rule  was 
produced  in  solid  colors. 

In  Axminster  weaving,  the  spools  were  placed  on  a  circular  chain 
conveyor  in  the  order  in  which  they  were  to  be  woven  in  the  carpet.  The 
backing  of  the  carpet  was  formed  by  cotton  and  jute  warp  and  weft, 
which  were  woven  simultaneously  with  the  yarn.  In  velvet  weaving, 
cotton  and  jute  also  formed  the  backing,  and  the  yarn  forming  the 
carpet  pile  was  woven  at  the  same  time.  But  in  velvet  weaving,  unlike 
Axminster  weaving,  the  woolen  yarn  was  fed  to  the  looms  continuously 
as  the  beams  unwound. 

In  Axminster  and  velvet  inspection  the  carpet  was  examined  for 
misweaves  and  classified  as  first  or  second.  In  finishing,  the  carpet  pile 
was  evened  and  the  backing  was  treated  to  prevent  unraveling. 

In  the  manufacturing  department's  organization  there  were  one  line 
executive  and  five  staff  executives  reporting  to  the  vice-president  for 
manufacturing  (see  Exhibit  5).  The  general  superintendent  was  re- 
sponsible for  the  quantity  and  quality  of  production  and  plant  mainte- 
nance. The  five  staff  executives  were  the  designer,  colorist,  director  of  re- 
search, the  production  manager,  and  the  general  purchasing  agent.  The 
designer  and  colorist,  while  reporting  to  Mr.  Griggs,  worked  closely 
with  the  company's  stylist  in  preparing  new  styles.  The  director  of  re- 
search was  responsible  for  basic  research,  product  engineering,  and  qual- 
ity control.  The  production  manager  was  responsible  for  carrying  out 
production  control  functions,  such  as  scheduling,  routing,  and  merchan- 
dise planning  in  co-operation  with  the  stylist  and  the  sales  executives. 
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Company  officers  considered  the  Smith  plant  a  mass-producing  unit 
and  believed  that  operations  had  to  be  planned  for  economical  produc- 
tion. The  production  manager  pointed  out  that  an  excess  of  patterns 
requiring  numerous  colors  resulted  in  short  production  runs  in  the  dye- 
house.  Furthermore,  in  Axminster  production,  it  was  practically  as  sim- 
ple to  set  the  spools  for  approximately  1,200  9  X  12  foot  rugs  as  for 
400  9  X  12  foot  rugs.  Also,  long  weaving  runs  required  fewer  loom 
stoppages  to  prepare  for  a  new  run  of  goods. 

Aside  from  the  problem  of  planning  for  long  manufacturing  runs, 
there  were  other  limitations  in  production  planning.  One  of  the  variables 
was  the  control  of  dyeing  operations.  For  example,  in  recent  years  the 
consumer  demand  for  lighter  shades,  such  as  beige  and  gray,  developed 
as  a  result  of  industry  advertising  and  the  trend  toward  modern  design 
in  homes.  These  colors  were  not  so  easily  produced  as  the  darker  shades 
because  of  the  limited  supply  of  white  wool  and  the  shortage  of  stain- 
less steel  dye  kettles.  Another  limitation  was  the  loom  widths.  Looms 
came  in  27  inch,  9,  12,  15,  and  18  foot  widths;  and  each  loom  could 
produce  carpet  only  in  its  own  width.  In  recent  years  consumer  demand 
had  been  swinging  to  the  wider  carpets — 12,  15,  and  18  foot  widths. 
Although  the  company  was  installing  wider  looms,  the  immediate  de- 
mand could  not  be  satisfied. 

In  the  immediate  postwar  years  all  these  manufacturing  problems 
were  not  significant,  inasmuch  as  the  company  could  sell  whatever  it 
produced. 

SELLING 

The  company's  sales  organization  ( see  Exhibit  5 )  consisted  of  the 
vice-president  for  sales,  the  general  sales  manager,  and  three  sales  mana- 
gers. There  was  a  sales  manager  each  for  carpets,  rugs,  and  Masland 
goods.  These  three  sales  managers,  besides  carrying  out  certain  mer- 
chandising functions  described  previously,  were  also  responsible  for 
supervising  the  sales  of  their  lines.  The  district  sales  managers  reported 
to  each  of  the  three  sales  managers  in  their  respective  lines. 

In  1947  the  company  was  following  an  allotment  system  of  selling, 
an  industry-wide  practice  at  that  time.  Salesmen  in  the  field  sold  their 
allotted  yardage  to  over  10,000  retail  dealers,  including  department 
stores,  furniture  stores,  and  other  specialty  stores.  The  retail  dealer's 
share  of  the  allotment  was  based  on  his  previous  sales  and  his  growth 
potential.  Under  the  allotment  system  the  retailers  were  usually  unable 
to  get  all  the  goods  they  could  sell. 

Although  finding  customers  for  its  products  was  no  problem  in  1947, 
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the  sales  executives  were  placing  emphasis  on  developing  the  dealers 
so  that  they  could  do  a  better  selling  job.  Dealers  were  being  encouraged 
to  modernize  their  floor-covering  departments,  to  advertise  their  goods 
in  local  newspapers  and  on  the  radio,  and  to  train  their  salesmen  to 
assist  the  consumer  in  home  decoration  and  color  problems.  Mr.  Ham- 
mel,  the  vice-president  for  sales,  referred  to  this  as  "program"  selling. 
He  hoped  that  when  goods  became  more  plentiful  the  dealers  would 
run  rug  and  carpet  promotions  with  adequate  advertising.  As  conditions 
existed  in  1947,  the  dealers  sold  their  allotments  before  a  promotion 
could  be  planned. 

To  keep  the  district  sales  managers  fully  informed  of  the  merchandis- 
ing developments  and  the  types  of  selling  desired,  the  sales  headquarters 
in  New  York  sponsored  a  semiannual  meeting.  The  meetings  were  held 
about  two  months  before  a  market  opening.  The  company's  sales  train- 
ing manager  was  responsible  for  preparing  the  program.  At  these  meet- 
ings the  lines  for  the  coming  market  were  introduced  by  the  rug,  carpet, 
and  Masland  sales  managers.  The  district  sales  officers  were  given  the 
opportunity  to  discuss  the  lines  and  their  merchandising  and  selling 
problems. 

CONTROL 

As  of  1947  the  control  problems  were  of  a  different  nature  than 
those  expected  by  the  company  when  the  pent-up  postwar  demand 
would  be  met.  First,  the  problem  was,  not  how  much  could  be  sold,  but 
how  much  could  be  made.  Second,  inventory  control  at  the  warehouses 
was  not  difficult  because  the  finished  goods  inventory  was  negligible 
compared  with  prewar  years.  Control  of  selling  expenses  was  being 
developed  by  the  company.  Actual  sales  expense  data  were  received 
from  the  district  sales  offices;  and  Mr.  Ewing  stated  that,  after  sufficient 
information  was  on  hand,  standards  would  be  set  up  for  judging  the 
efficiency  of  selling  operations.  Information  was  also  being  brought  up 
to  date  on  the  sales  potential  in  each  area  and  of  each  retail  dealer. 

In  1943  the  company  established  a  dealer  service  department  which 
was  to  be  responsible  for  the  allotment  of  goods  to  sales  offices  and 
later  on  was  to  be  in  charge  of  inventory  control.  Its  duties  would  in- 
clude determining  the  level  of  inventories  of  finished  goods  necessary 
for  each  warehouse  and  the  types  of  goods  needed  in  the  inventories 
based  on  the  regional  demand  for  goods.  In  certain  areas  in  the  United 
States  there  was  a  definite  style  preference.  For  example,  in  Pittsburgh 
dark  colors  were  in  demand,  while  in  California  light  shades  were  pre- 
ferred. In  normal  times  the  inventories  of  finished  goods  had  to  be 
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watched  closely  to  avoid  accumulations  of  carpeting  no  longer  in  de- 
mand. In  1938,  for  instance,  of  the  company's  total  finished  goods  in- 
ventory, approximately  18%  was  in  goods  dropped  from  the  line. 
Typically,  accumulations  of  dropped  items  had  to  be  sold  at  reduced 
prices. 

ADVERTISING 

The  company's  budgeted  advertising  for  1947  was  considerably  in 
excess  of  prewar  budgets  in  terms  of  dollars.  It  totaled  $1,100,000,  of 
which  $800,000  was  allocated  for  consumer  advertising  and  $300,000 

Exhibit  6 

Alexander  Smith  &  Sons  Carpet  Co. 

Advertising  Expenditures  for  Selected  Years, 
1937-41 


Year 

Expenditure 

Percentage 
of  Sales 

1937  . 

$530,486 

2-8% 

1939 

603,384 

2.8 

1941 

852,318 

2.5 

Source:  Company  prospectus. 


for  promotional  work.  The  1948  budget  was  increased  over  that  for 
1947  by  $300,000,  with  a  total  of  $1,100,000  for  consumer  advertising 
and  $300,000  for  promotion.  Nevertheless,  the  1947  and  1948  budgets 
as  a  percentage  of  sales  would  be  lower  than  any  previous  budgets  if  the 
1947  rate  of  sales  was  maintained.  (See  Exhibit  6.) 

The  company's  advertising  budgets  were  approved  by  the  board  of 
directors.  Mr.  Anderson  of  the  advertising  firm,  Anderson,  Davis  & 
Platte,  was  in  charge  of  Smith  company  advertising.  About  four  months 
before  a  budget  was  to  become  effective,  Mr.  Anderson  would  submit 
a  report  to  the  board  outlining  all  phases  of  his  advertising  plans  for 
the  coming  year. 

The  objectives  of  the  company's  advertising  were  twofold:  (1)  to 
regain  the  "lost  yard"  for  the  industry;  ( 2 )  to  publicize  the  Smith  name. 
The  company  considered  the  first  to  be  more  important,  since  in  any 
expanding  market  the  Smith  company  expected  to  get  its  proportionate 
share  of  the  added  business.  The  theme  of  the  postwar  advertising  was: 
"Your  Home  Is  Your  Show  Window."  The  idea  behind  this  theme  was 
to  "shock"  women  into  seeing  their  floor  coverings  and  into  realizing 
the  importance  of  the  style  factor  in  rugs  and  carpets. 

The  advertising  was  directed  to  both  city  and  farm  residents.  In  the 
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1948  budget,  51%  of  the  consumer  advertising  was  to  be  directed  to 
the  fifty  largest  trading  centers  (cities)  for  carpeting.  The  media  to  be 
used  were  Sunday  rotogravure  sections  and  radio.  Thirteen  per  cent  of 
the  budget  was  to  be  directed  to  the  farm  market,  using  national  and 
regional  farm  papers.  The  final  36%  was  to  be  directed  to  all  markets 
through  national  magazines. 

The  promotional  advertising  in  the  1948  budget  was  to  aid  the  dealer 
in  selling  carpeting  to  the  consumer.  This  included  displays,  floor  plans, 
salesmen  training,  and  reprints  of  advertisements  used  in  national  maga- 
zines. 

FINANCE 

In  1946  the  company  sold  a  new  issue  of  securities  to  the  public.  This 
was  the  first  public  ownership  of  the  company  in  its  history.  Prior  to 

Exhibit  7 

Alexander  Smith  &  Sons  Carpet  Company 

Comparative  Balance  Sheet,  1936-46  and  Nine  Months  of  1947 
(In  Thousands) 

1947\ 

as  of 


1936 

1937 

1939 

1941 

1943 

1946  \ 

Sept. 

Assets 

Cash  

$  194 

$  448 

$  1,170 

$  2,455 

$  3,692 

$  6,246 

$  4,855 

Notes  and  Accounts  Receivable  4,289 

2,463 

3,541 

2,645 

1,902 

4,350 

4,931 

Inventories  

7,211 

9,732 

10,204 

11,203 

10,722 

16,193 

15,972 

Investments*  

1,491 

1,101 

1,101 

4,440 

4,521 

11,143 

12,345 

Deferred  Charges  

286 

297 

413 

389 

390 

1,248 

858 

Plant  less  Reserve  

7,904 

7,764 

7,838 

8,330 

7,797 

10,891 

13,428 

Total  Assets  

$21,375 

$21,805 

$24,267 

$29,462 

$29,024 

$50,071 

$52,389 

Liabilities 

Notes  and  Accounts  Payable, 

etc  

$  2,484 

$  3,102 

$  3,723 

$  4,746 

$  3,557 

$  7,287 

$  7,552 

Reserves  

178 

345 

1,645 

1,021 

1,546 

Equity  of  Minority  Interest  in 

Sloane-Blabon  Corporation. 

517 

527 

Excess  of  Equity  in  Sloane- 

Blabon  over  Cost  of  Acqui- 

sition   

2,388 

2,388 

Preferred  Stock  (less  Preferred 

4,910 

4,800 

600 

600 

600 

600 

15,000 

18,758 

18,758 

1,456 

1,456 

Earned  Surplus  

18,291 

18,103 

19,766 

23,771 

8,822 

13,734 

15,362 

Total  Liabilities  

$21,375 

$21,805 

$24,267 

$29,462 

$29,024 

$50,071 

$52,389 

*  Current  and  long-term  investments  combined, 
t  Consolidated  balance  sheet. 

Sources:  Company  records,  1936-44;  prospectus  covering  1946  stock  sale,  1945;  annual  report  for  1946;  and 
nine-month  report  to  stockholders,  nine  months  of  1947. 
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1946  practically  all  the  company  stock  was  in  the  hands  of  descendants 
of  Alexander  Smith,  the  founder. 

The  proceeds  of  the  stock  sale  were  over  $9/2  million:  $5  million 
from  the  sale  of  50,000  shares  of  3/2%  cumulative  preferred  stock  (par 
value  $100)  and  $4%  million  from  over  156,000  shares  of  $20  par 
value  common  stock.  (See  Exhibits  7  and  8.) 

Exhibit  8 

Alexander  Smith  &  Sons  Carpet  Company 

Comparative  Profit  and  Loss  Statement,  1936-40  and  Nine  Months  of  1947 

(In  Thousands) 


1947* 

1936  1937        1939  1942  1943  1946*  (9  Months} 

Net  sales  $17,481  $19,165  $21,811  $32,550  $36,989   $45,292  $45,473 

Less:  Cost  of  goods  sold,  sell- 
ing, general  and  administra- 
tive, warehouse  and  ship- 
ping expense  16,357  18,512     18,002  29,287  35,715     37,967  39,591 

Operating  profit  $1,124  $     653  $  3,809  $  3,263  $  1,274    $  7,325    $  5,882 

Less:  Other  income  (net  of 

other  expenses)   26f  5   68f  122  55f  205  650 

Profit  before  federal  taxes.  ...$  1,098  $     658  $3,741  $  3,385  $1,219    $  7,530   $  6,532 

Less:  Income  taxes                      200  96         854  1,795  475       2,849  2,732 

Less:  Other  additions  or  de- 
ductions  .  .  . .        .  .  .  .  lOOf  509|  79f  450f 

Net  profit  .$     898  $     562  $  2,887  $  1,490  $  1,253    $  4,602    $  3,350 


*  Consolidated  profit  and  loss  statement, 
t  Deduction. 

%  Estimated  refund  of  federal  income  taxes  under  the  carry-back  provisions  of  the  Internal  Revenue  Code. 
Sources:  Company  records,  1936-42  inclusive;  prospectus  covering  1946  stock  sale,  1943-45,  inclusive;  annual 
report  for  1946;  and  nine-month  report  to  stockholders,  nine  months  of  1947. 

According  to  the  prospectus  covering  this  sale,  the  proceeds  were  to 
be  used  for  expanding  the  manufacturing  facilities  of  the  company  and 
its  subsidiary,  Sloan-Blabon  Corporation.  The  proceeds  were  also  to 
provide  working  capital  to  carry  on  the  expanded  postwar  business  and 
to  meet  the  additional  needs  arising  from  the  distribution  of  products 
through  branch  sales  offices  and  warehouses.  These  additional  needs 
included  maintenance  of  expanded  inventories,  accounts  receivable,  and 
warehouse  facilities. 

BOARD  OF  DIRECTORS 

In  1947  the  company's  board  of  directors  consisted  of  fifteen  men. 
Five  of  the  fifteen  directors  were  the  following  operating  executives: 

Frederick  B.  Klein 

President  and  Chairman  of  the  Board 
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William  F.  C.  Ewing 

First  Vice-President  and  Treasurer 
Maitland  L.  Griggs 

Vice-President  for  Manufacturing 
Wilbert  C.  Hammel 

Vice-President  for  Sales 
Harold  C.  Zulauf 

Vice-President  for  Industrial  Relations 

Two  other  members  of  the  board  were  the  president  of  Sloan-Blabon, 
the  company's  subsidiary,  and  the  president  of  C.  H.  Masland  &  Sons. 
Five  directors  represented  large  traditional  stockholders.  The  remaining 
three  directors,  outside  businessmen  who  were  expected  to  contribute 
an  objective  point  of  view,  were  Robert  Stevens,  chairman  of  J.  P. 
Stevens  Co.;  Frank  M.  Folsom,  a  director  of  the  Radio  Corporation  of 
America;  and  Dr.  Robinson,  an  economist  formerly  on  the  faculty  of 
the  University  of  California.  Both  Mr.  Stevens  and  Mr.  Folsom  were 
directors  of  several  other  companies. 

RELATIONS  WITH  SUBSIDIARY 

The  Smith  company  acquired  the  controlling  interest  of  the  Sloane- 
Blabon  Corporation  in  1944.  In  1946,  the  company  reported  it  owned 
over  75%  of  the  outstanding  preferred  stock  and  over  99%  of  the  out- 
standing common  stock  of  Sloane-Blabon.  (See  Exhibit  9  for  net  sales 
and  income. ) 

This  subsidiary  manufactured  hard-surface  floor  coverings  in  its  plants 
located  in  Trenton,  New  Jersey,  and  Philadelphia,  Pennsylvania.  The 

Exhibit  9 

Alexander  Smith  &  Sons  Carpet  Co. 

Net  Sales  and  Net  Income  after  Taxes — 
Sloane-Blabon  Corporation  for  Selected  Years, 
1936-45 
(In  Thousands) 


Year 

Net  Sales 

Net  Income 
after  Taxes 

1936  

$6,524 

$548* 

1937  

6,788 

276* 

1938  

5,881 

210* 

1939  

7,037 

341 

1941  

9,743 

722 

1945  

8,191 

352 

*  Loss. 

Source:  Company  prospectus. 
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Sloane-Blabon  Corporation  also  manufactured  Koroseal3  floor  and  wall 
coverings  under  an  exclusive  licensing  agreement.  Operations  of  the 
subsidiary  were  entirely  independent.  Messrs.  Klein,  Ewing,  Griggs,  and 
Ridges  served  on  the  board  of  Sloane-Blabon.  Also,  Mr.  Drayton 
Cochran,  a  director  of  the  Smith  company,  served  as  a  director  of  the 
subsidiary.  Mr.  Houlder  Hudgins,  president  of  the  Sloane-Blabon  com- 
pany, served  as  a  director  of  both  the  Smith  company  and  Sloane- 
Blabon. 

In  the  prospectus  covering  the  sale  of  stock  in  1946,  the  Smith  com- 
pany reported  the  book  value  of  net  assets  in  Sloane-Blabon  applicable 
to  capital  stock  owned  by  it  in  1945  as  $6,699,218.  The  Sloane-Blabon 
balance  sheet  in  1945  showed  a  total  value  of  preferred  stock,  common 
stock,  and  capital  surplus  to  be  $8,071,125.  There  was  no  earned  sur- 
plus on  the  1945  balance  sheet. 

Mr.  Houlder  Hudgins  made  public  his  company's  plans  to  double  its 
output  by  a  $9,000,000  plant  expansion  program.  Rug  Profits  for  Feb- 
ruary, 1948,  reported  the  following  information. 

Sloane-Blabon  Announces  $9,000,000  Expansion 
Program  to  Double  Output 

Sloane-Blabon  Corp.,  will  spend  $9,000,000  for  a  plant  expansion  and  mod- 
ernization program  to  double  the  company's  output,  it  is  announced  by  Houlder 
Hudgins,  president. 

.  .  .  Upon  completion,  tons  of  new  and  modern  machinery  and  accessories 
for  producing  printed  and  inlaid  felt  base  and  linoleum,  asphalt  tiles,  Koroseal 
tiles,  cover  base  and  wall  coverings  will  be  installed. 

"The  expansion  program  is  keyed  to  the  increasing  demand  for  the  company's 
products.  .  .  ,"  Hudgins  declared.  "Because  of  advances  made  in  color,  pattern, 
and  styling  techniques  we  also  foresee  a  more  popular  home  use  of  our  floor  and 
wall  covering  in  living,  dining,  and  bedrooms." 

3  Registered,  United  States  Patent  Office,  and  manufactured  under  the  technical  super- 
vision of  the  B.  F.  Goodrich  Company. 
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The  R.  H.  Nowell  Company,  of  Evanston,  Illinois,  manufacturer  of 
confectioners'  and  bakers'  machinery  produced  its  own  patented  ma- 
chines, assembled  and  installed  other  standard  devices,  and  made  equip- 
ment according  to  customers'  specifications.  It  sold  its  products  in  all 
parts  of  the  United  States  and  in  several  foreign  countries.  In  1934  the 
company  found  itself  also  in  the  baking  business. 

Mr.  Nowell  personally  had  invented  many  of  the  company's  machines 
and  had  managed  the  business  since  it  was  founded  in  1917.  The  capital 
stock  of  the  company  was  held  by  Mr.  Nowell,  his  wife,  and  his  two 
sons,  who  also  were  active  in  the  business.  Douglas,  a  trained  engineer, 
was  mechanically  inclined  and  appeared  to  possess  his  father's  inventive 
talent.  Spencer  was  more  interested  in  the  financial  and  other  business 
activities  of  the  company. 

From  1905  to  1912,  Mr.  Nowell  had  owned  and  managed  a  small 
candy  factory  in  California.  While  in  that  business,  his  talent  for  in- 
venting automatic  machinery  was  manifested.  Larger  competitors  sought 
to  obtain  his  services,  but  he  preferred  to  remain  in  business  for  himself. 
Nevertheless,  the  course  of  his  career  was  changed  abruptly  by  mis- 
fortune. In  1912,  his  candy  plant  was  completely  destroyed  by  fire, 
immediately  following  the  failure  of  the  company  with  which  it  was 
insured.  Mr.  Nowell  then  accepted  a  position  as  mechanical  superintend- 
ent of  one  of  the  largest  candy  companies  in  the  state.  While  holding 
that  position,  he  mechanized  various  processes  in  the  factory.  Two  of 
his  outstanding  inventions  were  a  chocolate  cooling  conveyor  and  a 
stick-candy  wrapping  machine. 

This  latter  device  was  fairly  intricate,  and  he  went  to  Chicago  to  have 
it  built  in  1916.  While  there,  he  was  impressed  with  the  possibilities  of 
the  Chicago  trade  area  as  a  market  for  candy  machinery.  A  year  later  he 
moved  to  Evanston  and  set  up  his  own  business,  with  a  capital  of  only 
$1,000.  His  single  product  was  the  chocolate  cooling  machine,  which 
he  had  patented  under  his  own  name.  During  the  first  year  he  made  and 
sold  12  of  these  machines  for  approximately  $1,000  each.  Four  years 
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later,  over  300  were  produced;  they  were  sold  not  only  in  the  domestic 
market  but  also  abroad. 

Refinements  were  made  on  the  original  machine  and  its  usefulness 
extended.  Bakers  used  it  to  cool  chocolate-coated  cookies.  In  a  few 
instances  it  was  used  by  other  manufacturers. 

In  1924  a  definite  broadening  of  the  line  was  begun.  An  automatic 
chocolate-coating  machine  was  developed  in  response  to  an  expressed 
demand  by  leading  biscuit  bakers;  a  conveyor  was  built  to  receive  and 
cool  cookies  as  they  were  delivered  from  the  ovens;  and  a  cooling  tun- 
nel was  invented.  Mr.  Nowell  also  manufactured  some  other  machines 
on  which  patents  had  expired,  and  which  were  made  and  sold  generally 
to  confectioners  and  biscuit  bakers. 

In  1925  the  company  began  to  place  more  emphasis  on  special  ma- 
chinery and  installations  on  customers'  specifications,  chiefly  in  the 
candy  industry.  This,  however,  constituted  no  more  than  25%  of  the 
company's  business;  the  greater  part  still  was  the  manufacture  of  stand- 
ard devices. 

Mr.  Nowell 's  growing  familiarity  with  the  routine  of  biscuit  manu- 
facture led  him  to  conclude  that  more  laborsaving  machinery  could  be 
used  in  that  industry.  He  began  to  plan  a  continuous  process,  fully 
automatic,  to  form,  deliver,  and  bake  the  dough,  and  to  withdraw  and 
cool  the  finished  products.  For  some  time,  however,  this  concept  took 
no  tangible  form.  The  existing  business  continued  to  grow,  and  the  new 
scheme  was  forced  to  remain  in  the  background. 

In  1931,  however,  the  company  experienced  a  marked  decline  in  its 
sales  of  candy  machinery.  Practically  every  city  in  the  country  had  one  or 
more  candy  factories  locally  owned  and  serving  a  restricted  area.  Many 
of  these  enterprises  operated  on  comparatively  small  capitalizations,  so 
that  numbers  of  them  were  forced  out  of  business  by  the  depression. 
These  failures  aggravated  the  sales  problem  for  equipment  manufactur- 
ers not  only  by  directly  curtailing  the  outlets  for  new  machinery  but  also 
by  throwing  secondhand  machinery  onto  the  market.  This  resulted  in 
demoralization  of  the  candy  machinery  business. 

Since  the  candy  machinery  business  was  so  slack,  Mr.  Nowell  decided 
to  go  ahead  with  experimental  work  in  the  field  of  dough-handling 
machinery.  In  contrast  to  the  candy  manufacturing  industry,  the  biscuit 
baking  industry  was  chiefly  in  the  hands  of  a  few  large  companies,  most 
of  which,  so  far  as  Mr.  Nowell  could  learn,  were  adequately  financed. 
The  94  biscuit  manufacturers  with  a  capitalization  in  excess  of  $100,- 
000  each  constituted  68  %  of  the  total  number  in  that  industry,  whereas 
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the  325  candy  manufacturers  of  the  same  financial  rating  represented 
only  39  %  of  the  total  in  that  field.  The  biscuit  industry  was  dominated 
by  one  large  company  whose  volume  was  perhaps  ten  times  that  of  its 
nearest  competitor.  Mr.  Nowell  already  had  transacted  considerable 
business  with  the  biscuit  companies,  and  he  expected  that  they  would 
give  serious  consideration  to  any  new  machine  that  he  might  have  to 
offer. 

In  1931,  he  built  his  first  oven,  a  multi-tier  device,  for  baking  cookies. 
It  carried  the  formed  dough  back  and  forth  in  trays  over  the  heating  unit 
at  successive  levels,  thus  using  the  rising  heat  several  times.  It  was  ex- 
pensive, but  saved  floor  space  and  baked  efficiently.  The  device,  however, 
was  not  well  suited  to  a  wholly  automatic  process;  so  further  experi- 
mentation was  carried  on. 

A  band  oven  then  was  made  which  eliminated  the  use  of  tiers  of 
trays  and  conveyed  the  biscuits  on  a  continuously  moving  steel  band. 
The  problem  of  obtaining  equal  heat  distribution  both  on  top  and  bot- 
tom was  not  easily  solved.  In  order  to  avoid  scorching  on  the  underside 
and  inadequate  baking  on  the  top,  direct  heat  was  applied  from  above 
by  a  gas  flame,  while  oil  burners  supplied  heat  to  the  underside.  The  idea 
of  the  band  oven  was  not  wholly  new  and  was  not  patentable.  Until  the 
R.  H.  Nowell  Company  installed  such  an  oven  for  the  Wheaton  Biscuit 
Company  in  1932,  however,  no  leading  baker  had  used  one.  The  chief 
defect  in  this  type  of  oven  arose  from  the  fact  that  the  overhead  heating 
was  not  fully  efficient  and  frequently  set  fire  to  the  dough. 

Mr.  Nowell  determined  to  make  the  practical  refinement  of  this  type 
of  oven  his  objective.  He  desired  to  build  a  heat  unit  which  would  bake 
evenly  without  direct  overhead  heat.  He  also  hoped  to  produce  an  as- 
sembly of  dough-handling'  machinery  which  could  be  operated  with 
less  labor  than  theretofore  had  been  required. 

In  1933,  therefore,  he  built  an  experimental  plant  in  which  he  in- 
stalled a  new  automatic  oven.  This  plant  was  located  about  five  miles 
from  the  machinery  factory,  on  property  purchased  a  few  years  previ- 
ously when  the  possibility  of  moving  to  a  cheaper  and  less  congested 
area  had  been  considered.  The  shape  of  the  oven  was  a  radical  departure 
from  the  conventional  square-shaped  oven.  The  complete  apparatus  was 
250  feet  long,  5  feet  wide,  and  6  feet  tall.  It  was  a  combination  of  ( 1 ) 
four  dough-forming  machines,  each  adapted  to  a  different  type  of  biscuit; 
(2)  the  oven  itself,  150  feet  long;  (3)  a  100  foot  cooling  conveyor; 
and  (4)  a  sorting  table  which  delivered  the  biscuits  in  stacked  rows, 
whence  they  were  packed  into  cartons. 


532 


POLICY  FORMULATION  AND  ADMINISTRATION 


The  old-style  oven  had  required  some  six  or  eight  men  to  put  in  the 
dough  and  remove  the  biscuits,  and  six  or  eight  girls  to  pack  the  biscuits 
when  baked.  In  the  new  Nowell  machine  the  dough,  mixed  by  a  con- 
ventional mixer,  was  delivered  to  the  dough-forming  machine  by  one 
man,  who  shoveled  it  into  a  hopper.  The  forming  machine  automati- 
cally drew  the  dough  from  the  hopper,  rolled  it  to  the  proper  thickness, 
cut  it  to  the  shapes  desired,  and  delivered  it  to  a  traveling  belt  which 
conveyed  it  into  the  oven.  It  traveled  through  the  oven  on  a  moving 
steel  band.  No  trays  or  pans  were  needed;  the  band  itself  was  the  baking 
surface.  The  direct  overhead  flame  was  eliminated.  The  whole  oven 
was  heated  from  underneath  by  oil  burners,  the  heat  being  deflected  so 
that  it  baked  the  biscuits  uniformly  above  and  below. 


Exhibit  1 

Production  Cost  of  Biscuits 
(Per  Pound) 


With 

With 

Nowell  Oven 

Old-Type  Ovens 

Raw  materials  

$0.0425 

$0.0425 

Labor  

0.0039 

0.0068 

Fuel  

0.0005 

0.0008 

Total .  .  

$0.0469- 

$0.0501 

After  leaving  the  oven,  the  biscuits  were  automatically  transported 
through  a  cooling  system  to  a  stacking  machine.  Three  girls,  who  re- 
moved the  biscuits  from  the  stacking  table  and  packed  them  into  the 
cartons,  were  the  only  persons  to  handle  the  biscuits  after  the  dough 
was  fed  into  the  hopper  by  the  first  attendant.  This  system  effected  a 
saving  of  from  five  to  seven  men.  Moreover,  the  fuel  cost  was  reduced. 
The  machine  could  bake  1,400  pounds  of  biscuits  an  hour. 

In  the  autumn  of  1933,  Mr.  Nowell  computed  the  cost  figures  shown 
in  Exhibit  1.  He  obtained  his  oven  cost  figures  from  actual  operations. 
The  comparative  costs  he  estimated  on  the  basis  of  his  own  experience 
and  knowledge  of  conventional  oven  costs. 

By  December,  1933,  the  new  oven  had  demonstrated  its  serviceability. 
Several  runs  were  made  for  baking  cookies  under  actual  operating  con- 
ditions. As  the  oven  baked  in  excess  of  1,000  pounds  an  hour,  it  was 
not  long  until  the  disposal  of  the  accumulated  cookies  presented  a 
problem.  First,  the  cookies  were  given  to  welfare  houses.  Next,  jobbers 
in  the  neighborhood  offered  to  buy  them.  For  a  time,  Mr.  Nowell  sold 
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them  at  a  price  which  merely  paid  his  raw-material  costs.  The  word 
spread  rapidly,  however,  and  other  merchants  wished  to  obtain  the 
cookies.  Mr.  Nowell  thereupon  raised  the  price  to  equal  that  ordinarily 
charged  in  the  biscuit  trade  for  bulk  cookies — plain  cookies,  7  cents 
per  pound;  filled  cookies,  8  cents  per  pound.  During  this  period,  the 
oven  still  was  being  run  largely  on  an  experimental  basis.  Runs  were 
short;  raw  materials  were  bought  in  small  quantities;  and  full  efficiency 
was  not  achieved  in  the  conservation  of  heat,  full  use  of  employees' 
time,  or  in  distribution. 

Mr.  Nowell  decided  that  to  test  or  demonstrate  the  new  oven  fairly, 
he  should  run  it  for  a  month  or  two  under  uniform  conditions.  He 
engaged  professional  bakers  and  assistants,  bought  raw  materials  in 
commercial  quantities,  scheduled  work  for  sustained  operations,  and 
prepared  to  compile  exact  cost  information.  The  prospect  of  running 
for  a  month  or  two  necessitated  the  making  of  more  definite  arrange- 
ments for  disposing  of  the  baked  goods.  Two  large  chain-store  com- 
panies that  had  cookie  departments  in  the  locality  were  interested. 
Because  of  the  low  labor  and  fuel  costs,  it  was  possible  to  bake  cookies 
for  sale  at  competitive  prices  and,  at  the  same  time,  to  use  better  quality 
materials  than  were  used  by  other  bakers  producing  cheap  cookies.  The 
result  was  that  the  Nowell  cookies  were  well  received  by  the  chain 
stores,  which  proceeded  to  take  about  three-fourths  of  the  total  output. 

No  attempt  was  made  to  compete  with  nationally  known  bakers  of 
branded  packaged  biscuits.  Production  was  limited  to  a  cheaper  type  of 
product  which  was  sold  in  bulk.  The  oven,  of  course,  could  bake  any 
grade  of  products  desired.  It  was  Mr.  Nowell's  intention,  however,  to 
use  only  the  cheaper  type  in  his  experimental  run.  The  chief  difference 
between  high-grade  cookies  and  cheaper  ones  was  that  the  former  were 
made  with  eggs  and  butter,  whereas  the  latter  were  not.  Branded  pack- 
aged cookies  were  usually  of  the  first  type;  bulk  cookies  of  the  latter. 

By  the  end  of  February,  1934,  the  bakery  was  paying  its  own  way.  It 
showed  profits  in  both  March  and  April.  Greater  efficiency  and  economy 
were  effected  by  the  use  of  better  plant  methods,  by  more  advantageous 
raw-material  buying,  and  by  an  increased  volume  of  output.  The  dis- 
posal of  the  cookies  remained  a  relatively  easy  matter.  Mr.  Nowell  had 
satisfied  himself  that  his  oven  could  produce  any  type  of  cookie  cheaper 
than  could  a  conventional  oven,  and  his  test  operation  was  so  profitable 
in  itself  that  he  continued  to  keep  the  oven  in  production.  (See  Ex- 
hibit 2.) 

There  was  no  secrecy  about  the  oven  itself  or  the  fact  that  Mr.  Nowell 
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was  making  and  selling  cookies.  In  fact,  he  asked  the  executives  of  a 
large  biscuit  company  what  they  thought  of  his  being  in  the  biscuit 
business.  The  reply  was:  "Well,  we  are  supposed  to  be  bakers,  yet  we 
make  some  of  our  own  machinery;  so  I  suppose  we  should  not  mind  if 
you  make  a  few  cookies." 

Exhibit  2 

R.  H.  Nowell  Company 


Bakery  Department 


Sales 

Cost* 

Gross  Profit 

Before  January  1,  1934  

$  1,892 

$  4,583 

$  2,691d 

1934  January  

3,686 

5,761 

2,075d 

February   

6,744 

8,284 

l,539d 

March  

8,877 

6,757 

2,120 

April  

10,356 

7,764 

2,592 

May  

10,689 

8,024 

2,665 

June  

16,507 

13,079 

3,428 

July  

19,541 

16,696 

2,845 

August  

22,773 

18,645 

4,128 

September  

22,414 

20,218 

2,196 

October  

32,758 

18,536 

14,222 

November  

26,668 

21,956 

4,712 

December  

25,605 

22,558 

3,047 

1935  January  

35,796 

21,937 

13,859 

February   

28,519 

17,828 

10,691 

March  

23,324 

18,968 

4,356 

22,522 

19,100 

3,422 

25,843 

18,754 

7,089 

June  

35,465 

22,722 

12,743 

** 

** 

** 

** 

*  Does  not  include  any  administrative  salary,  rent,  or  other  overhead  expense. 
d  Deficit. 

**  Costs  and  profits  not  figured  on  this  same  basis  after  June,  1935. 


Although  engineers  of  the  largest  biscuit  bakers  who  were  invited 
to  inspect  the  new  unit  were  interested  in  it,  it  appeared  to  Mr.  Nowell 
that  they  would  be  slow  to  adopt  his  new  machine.  Similar  hesitancy 
about  accepting  new  machinery  and  new  methods  previously  had  been 
manifested  by  biscuit  bakers.  Some  potential  buyers  objected  to  the  fact 
that  the  oven  required  a  long,  narrow  building.  On  the  other  hand,  the 
potential  saving  in  labor  was  a  real  inducement.  The  NRA  code  had 
set  a  minimum  wage  in  the  industry  of  40  cents  per  hour,  whereas  pre- 
viously in  some  instances  wages  had  been  as  low  as  30  cents,  and  even 
20  cents,  per  hour. 

By  August  1,  1934,  various  plans  for  selling  or  leasing  the  machines 
had  been  discussed.  The  largest  grocery  chain  in  the  region  had  become 
interested  and  was  negotiating  with  Mr.  Nowell :  ( 1 )  to  buy  his  oven 
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and  the  property  on  which  it  stood;  (2 )  to  have  him  furnish  cookies  on 
a  contract  basis;  or  (3)  to  have  him  operate  his  oven  for  the  chain  on 
some  other  arrangement.  By  this  time,  however,  Mr.  Nowell  was  not 
sure  that  he  wanted  to  sell  the  oven.  He  had  about  decided  to  run  it 
himself. 

He  made  a  survey  of  the  local  market  for  cookies  and  found  that,  of 
the  larger  producers  in  the  state,  all  but  one  were  branches  of  nationally 
branded  biscuit  bakers  who  made  high-priced  merchandise.  Only  the 
Wheaton  Biscuit  Company1  produced  any  volume  of  low-priced  cookies, 
and  its  output  furnished  but  a  third  of  the  needs  of  the  local  market. 
Another  third  came  from  the  Atlantic  seaboard,  freight  being  1  cent 
per  pound.  The  balance  was  obtained  from  various  other  sources,  the 
in-freight  averaging  about  one-half  cent  a  pound.  Mr.  Nowell  delivered 
his  cookies  at  the  prices  charged  by  competitors,  put  better  raw  materials 
into  them,  and  still  realized  what  he  considered  a  satisfactory  margin 
of  profit. 

When  the  matter  of  selecting  a  name  for  the  cookies  came  up,  the 
desirability  of  using  the  family  name  was  considered.  It  was  already 
used  in  connection  with  the  machinery  which  the  company  made.  No 
particular  objections  to  using  the  name  for  the  cookies  arose;  so  it  was 
decided  to  call  them  "Nowell's  Cookies." 

The  cookie  business  grew  to  such  proportions  that  it  took  most  of 
Mr.  Nowell's  time.  He  secured  a  bank  loan  to  enable  him  to  enlarge  his 
bakery  so  that  he  would  have  more  space  for  storage  and  shipping  and 
for  the  location  of  accessory  equipment.  His  sons  were  running  the 
machinery  business,  which  they  were  inclined  to  prefer.  In  1928  the 
largest  competitive  machinery  company  had  offered  Mr.  Nowell  $500,- 
000  for  his  business.  At  that  time  he  told  his  sons  that  if  they  were  not 
interested  in  carrying  it  on,  he  would  consider  selling  out  and  retiring. 
They  desired,  however,  to  carry  on  the  machinery  business;  so  he  had 
continued  to  manage  it  actively,  but  had  continually  given  them  more 
responsibility  in  it. 

No  patent  had  been  applied  for  on  the  new  oven,  since  it  was  not 
yet  certain  that  other  refinements  might  not  be  made  in  its  construction. 
It  was  being  shown  openly,  however,  to  any  prospective  customers.  Mr. 
Nowell  felt  that  patents  were  not  of  vital  importance  in  the  bakery 
machinery  business,  on  the  ground  that  members  of  the  industry  were 
not  characteristically  secretive  about  mechanical  innovations.  General 


1  The  company  for  which  Mr.  Nowell  had  installed  his  original  band  oven  in  1932. 
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bakers'  equipment  consisted  largely  of  devices  on  which  patents  had 
expired,  and  which  any  manufacturer  could  make.  Mr.  Nowell  believed 
that  he  could  patent  the  interior  construction  of  the  new  oven,  but 
nothing  more;  the  whole  assembly  would  not  be  patentable. 

By  the  end  of  1934,  the  enlargements  had  been  made  in  the  building. 
Business  had  increased  to  such  a  point  that  two  shifts  a  day  were  worked, 
and  it  was  decided  to  build  another  oven  paralleling  the  original  one. 
The  second  oven  was  finished  in  March,  1935,  and  was  used  to  manu- 
facture graham,  cheese,  and  milk  lunch  crackers,  which  the  company 

Exhibit  3 

R.  H.  Nowell  Company 

Bakery  Income  Statements  (Condensed) ,  1934-33 

1934  1935 

Net  sales  $200,595  $431,160 

Cost  of  sales                                                                    182,796*  362,092 

Gross  profit  $  17,799  $  69,068 

Selling  expenses  $    8,144  $19,980 

General  expenses                                                                 3,880  43,510f 

Total  (selling  and  general  expense)                                  12,024  63,490 

Net  profit  from  bakery  $    5,775  $  5,578 

Depreciation  (included  above  in  cost  of  sales): 

Fixtures  $  262       $  469 

Bakery  building   1,921  2,743 

Other   217  217 

Machinery  and  equipment   3,484 

*  Includes  $11,342  for  officers'  salaries,  1934. 
t  Includes  $35,361  for  officers'  salaries,  1935. 

had  not  previously  made.  The  original  oven  was  used  to  bake  sweet 
cookies  only. 

Part  of  the  increased  volume  in  January  and  February,  1935,  resulted 
from  a  contract  with  the  large  grocery  chain  which  had  become  inter- 
ested during  the  previous  autumn.  This  chain  furnished  raw  materials, 
and  the  Nowell  company  manufactured  biscuits  for  it.  In  February, 
however,  the  grocery  company  resumed  its  purchases  from  an  out-of- 
state  manufacturer  from  whom  it  previously  had  obtained  biscuits  and 
who  allegedly  made  a  great  price  concession  to  regain  the  business.  A 
further  decline  in  Nowell  sales  during  March  and  April  was  considered 
seasonable  because  of  Lent  and  the  advent  of  warm  weather. 

During  this  same  period  the  Wheaton  Biscuit  Company  was  appar- 
ently trying  to  regain  business  lost  to  the  R.  H.  Nowell  Company.  In 
the  latter  part  of  April  it  announced  that,  beginning  June  1,  its  products 
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would  be  sold  and  delivered  directly  to  retailers  in  the  Chicago  area. 
As  a  result,  many  wholesalers  who  had  been  customers  of  the  Wheaton 
Company  began  to  patronize  the  R.  H.  Nowell  Company.  These  rapidly 
changing  competitive  situations  caused  wide  fluctuations  in  the  relative 
monthly  volumes  of  sales  made  to  chains  and  to  other  customers. 
Whereas  in  January  78.6%  of  total  sales  had  been  made  to  eight  chain- 
store  companies,  this  percentage  had  declined  to  42.8%  by  May. 

In  June,  the  Wheaton  company  put  into  effect  a  price  reduction  of 
about  1  cent  per  pound,  effected  by  giving  free  goods  with  regular 

Exhibit  4 

R.  H.  Nowell  Company 

Bakery  Assets,  December  31,  1935 


Current  Assets : 

Accounts  Receivable  $  23,451 

Inventories   16,619 

Fixed  Assets — Owned  before  1933: 

Land   34,307 

Pipeline  and  Pump  House   3,388 

Bridge  and  Siding   6,044 

Fixed  Assets — Acquired  since  January  1,  1933: 

Bakery  Building   40,556 

Machinery  and  Equipment   34,884 

Furniture  and  Fixtures   7,414 

Three  Trucks   2,119 

Total  Assets  $168,782 


Original  oven  cost  about  $14,781  to  build. 
Second  oven  cost  about  $13,000  to  build. 

purchases.  The  Nowell  company  ignored  this  move,  and  by  August  the 
Wheaton  company's  effective  prices  were  in  line  again.  Mr.  Nowell  was 
of  the  opinion  that  the  direct-sales  venture  was  not  working  out  satis- 
factorily and  that  the  Wheaton  company  was  selling  to  some  whole- 
salers again.  During  the  summer  the  Wheaton  company  reputedly  had 
bought  a  cookie  company  in  a  near-by  town  and  had  installed  an  oven 
patterned  after  the  Nowell  oven.  None  of  the  Nowells  had  seen  it,  nor 
were  they  much  concerned  about  it.  They  believed  that  the  Wheaton 
company,  which  had  a  poor  credit  rating,  was  in  a  weak  financial  condi- 
tion. The  owner  of  the  company,  however,  was  thought  to  have  a  large 
personal  fortune. 

Mr.  Nowell  judged  that  his  engaging  in  the  cookie  business  had 
not  caused  ill  will  among  any  of  his  machinery  customers  except  the 
Wheaton  company.  Business  relations  with  all  others  had  continued 
as  formerly.  No  sales  of  the  oven  had  been  made  by  September  1,  1935, 
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Exhibit  5 

R.  H.  Nowell  Company 

Consolidated  Balance  Sheets 


Dec.  31 

Dec.  31 

Dec.  31 

Dec.  31 

Assets 

1928 

1929 

1930 

1931 

Cash  

 $  29,349 

$  22,605 

$  5,453 

$  6,479 

Accounts  Receivable  

  18,752 

32,536 

74,846 

62,666 

Notes  Receivable  

  28,961 

47,847 

54,849 

56,460 

Accrued  Interest  

  462 

771 

508 

2,274 

Inventories  

  18,214 

82,635 

71,534 

90,068 

Insurance  (Cash  Value)  

  4,576 

6,163 

7,765 

9,395 

Total  Current  Assets  

 $100,314 

$192,557 

$214,955 

$227,342 

Deferred  Charges  

  2,435 

2,499 

2,789 

4,488 

Capital  Assets  (Net)  

  118,031 

163,017 

193,608 

200,857 

Total  Assets  

 $220,770 

$358,073 

$411,352 

$432,687 

Liabilities 

Sundry  Accounts  Payable  $  10,523  $19,916  $    8,250  $  6,643 

Notes  Payable   6,500  13,000 

Loans  Payable  (Nowell)                                         31,908  140,730  50,479  56,836 

Reserves  (Taxes  and  Accruals)                                   3,530  3,145  3,802  2,153 

Total  Current  Liabilities  $  45,961  $163,791  $  69,031  $  78,632 

Mortgages  Payable        

Capital  Stock                                                        130,000  130,000  260,000  260,000 

Surplus                                                                 44,809  64,282  82,321  94,055 

Total  Liabilities  $220,770  $358,073  $411,352  $432,687 


Exhibit  6 

R.  H.  Nowell  Company 

Income  Account 


Dec.  31 

Dec.  31 

Dec.  31 

Dec.  31 

1928 

1929 

1930 

1931 

 $351,866 

$340,308 

$362,334 

$201,016 

Cost  of  goods  sold  

  237,582 

223,693 

239,808 

130,696 

Gross  profit  

 $114,284 

$116,615 

$122,526 

$  70,320 

Gross  profit  (percentage  of  sales)  

  (32.6) 

(34.3) 

(33.8) 

(35.0) 

Selling  and  administrative  expenses  

  85,935 

103,014 

107,363 

65,015 

Net  operating  profit  

 $  28,349 

$  13,601 

$  15,163 

$  5,305 

Income  from  bakery  

Other  Income  or) 

8,230 

5,997 

7,872 

Charges  (net)  J 

|  2,470 

Net  profit  before  taxes  

 $  30,819 

$  21,831 

$  21,160 

$  13,177 

Reserve  for  federal  taxes  

  3,400 

1,972 

2,103 

1,113 

Net  profit  

 $  27,419 

$  19,859 

$  19,057 

$  12,064 

*  In  1934  and  1935  this  includes  sales  of  machinery  and  parts  only.  In  1933  it  includes  cookie  sales,  a  negligible 
amount  at  that  time. 
d  Deficit. 
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Dec.  31  Dec.  31  Dec.  31  Dec.  31 

Assets                                 1932  1933  1934  1935 

Cash  $  13,263  $      793  $    6,225  $  22,724 

Accounts  Receivable                                             46,861  78,399  76,950  94,293 

Notes  Receivable                                                  28,875  9,327  9,456  8,375 

Accrued  Interest       415 

Inventories                                                         82,659  55,865  70,191  72,117 

Insurance  (Cash  Value)   11,054       

Total  Current  Assets    $182,712  $144,384  $162,822  $197,924 

Deferred  Charges                                                   3,368  1,979  1,999  3,786 

Capital  Assets  (Net)                                            197,058  199,797  246,575  248,037 

Total  Assets  $383,138  $346,160  $411,396  $449,747 

Liabilities 

Sundry  Accounts  Payable  $  10,362  $12,212  $  17,052  $12,654 

Notes  Payable   38,350   

Loans  Payable  (Nowell)                                        45,496  16,752  17,371  68,324 

Reserves  (Taxes  and  Accruals)                                      650  780  5,211  8,202 

Total  Current  Liabilities  $  56,508  $  29,744  $  77,984  $89,180 

Mortgages  Payable        

Capital  Stock                                                       260,000  260,000  260,000  260,000 

Surplus                                                              66,630  56,416  73,412  100,567 

Total  Liabilities  $383,138  $346,160  $411,396  $449,747 


Exhibit  6  (Continued) 


Gross  profit  (percentage  of  sales) . 


Income  from  bakery. 
Other  Income  or^ 

Charges  (net) 
Net  profit  before  taxes . . 
Reserve  for  federal  taxes . 


Dec.  31 

Dec.  31 

Dec.  31 

Dec.  31 

1932 

1933 

1934 

1935 

.  $96,451 

$143,154 

$174,237 

$262,669 

..  90,592 

130,933 

131,315 

162,746 

. .$  5,859 

$  12,221 

$  42,922 

$  99,923 

(6.1) 

(8.5) 

(24.6) 

(38.0) 

. .  24,864 

21,316 

32,794 

75,317 

$19,005d 

$  9,095d 

$  10,128 

$  24,606 

5,775 

5,578 

4,061 

3,661 

"{  7,099 

1,061 

$26,104d 

$  10,156d 

$  19,964 

$  33,845 

2,762 

6,751 

.  $26,104d 

$  10,l56d 

$  17,202 

$  27,094 
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although  a  price  of  $32,000  had  been  quoted  to  one  baker  in  the  North- 
west. Mr.  Nowell  continued  to  advertise  it,  and  all  who  saw  it  were 
favorably  impressed.  Its  shape  continued  to  constitute  a  sales  obstacle, 
however,  as  bakers  did  not  think  that  business  conditions  warranted 
making  the  necessary  changes  in  their  buildings. 

Mr.  Nowell  was  unable  to  obtain  reliable  men  to  superintend  the 
bakery  and  was  obliged  to  spend  most  of  his  time  there.  On  July  1, 

1935,  he  set  up  a  complete  office  at  the  bakery,  which  thereafter  did 
its  own  bookkeeping  and  credit  managing.  His  sons,  although  they  had 
watched  the  bakery  with  great  interest  and  spent  considerable  time  on 
its  problems,  continued  to  prefer  the  machinery  business. 

At  the  end  of  1934,  with  the  aid  of  public  auditors,  the  bakery's 
operations  were  costed  on  a  basis  which  included  overhead,  manage- 
ment and  other  proper  expenses  which  had  not  appeared  in  the  brief 
monthly  reports.  The  bakery's  income  statements  for  the  years  1934-35 
are  summarized  in  Exhibit  3.  The  total  value  of  the  assets  used  at  the 
bakery  is  shown  in  Exhibit  4.  Annual  balance  sheets  for  the  R.  H. 
Nowell  Company  as  a  whole,  for  the  years  1928-35,  are  presented  in 
Exhibit  5,  and  income  statements  for  the  same  period  in  Exhibit  6. 

In  May,  1936,  Mr.  Nowell  stated  that  the  bakery's  sales  and  profits 
were  still  increasing.  He  also  stated  that  the  company's  activity  in  cookie 
manufacturing  was  not  hurting  his  relations  with  machinery  users.  He 
had  received  two  orders  to  build  similar  ovens  for  biscuit  companies  in 
other  regions — one  in  the  fall  of  1935,  and  the  other  in  the  spring  of 

1936.  Both  these  customers  had  examined  the  Nowell  oven  in  actual 
operation  at  Evanston.  Mr.  Nowell  was  convinced  that  the  best  way 
to  sell  the  ovens  was  to  keep  his  own  unit  running,  and  he  was  willing 
to  sell  his  baking  plant  only  if  he  were  offered  a  big  price  for  it.  He 
stated  that  the  company's  general  machinery  business,  which  improved 
in  1935  over  1934,  was  still  better  in  the  first  part  of  1936. 

SUPPLEMENTARY  NOTE 

Manufacturers  of  confectioners'  and  bakers'  machinery  and  ovens, 
and  biscuit  bakers  had  establishments  in  many  parts  of  the  country. 
Mr.  Nowell,  however,  did  not  look  upon  most  of  these  as  competitors. 
He  said  that  only  a  few  made  sufficiently  similar  products,  or  were  near 
enough  to  his  own  trade  area,  to  be  in  actual  competition  with  him. 
Fifty-five  manufacturers  of  confectioners'  machinery  were  located  in  ten 
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eastern  and  north  central  states;  one  was  on  the  West  Coast.2  Mr.  Nowell 
considered  only  four  of  these  concerns  as  direct  competitors.  They  were 
located  in  Massachusetts,  Michigan,  Illinois,  and  New  York.  The  latter 
two  dealt  chiefly  in  secondhand  machinery  and  had  built  up  large  sales 
during  the  depression.  The  other  fifty-two  concerns,  although  not  di- 
rectly competing  with  the  R.  H.  Nowell  Company,  furnished  some 
types  of  confectioners'  machinery  and  could  extend  their  activities  to 
other  types. 

There  were  eighty-eight  manufacturers  of  bakers'  machinery  in 
fourteen  states,  chiefly  in  the  East  and  Midwest.3  Most  of  these  manu- 
facturers made  equipment  for  small  concerns  who  baked  bread,  cakes, 
and  general  line  products.  Only  a  few  manufactured  equipment  for  large 
biscuit  factories.  In  Mr.  Nowell's  opinion,  his  real  competitors  in  this 
field  were  located  as  follows:  Indiana,  1;  Michigan,  1;  Ohio,  1;  and 
Illinois,  2. 

There  were  fifty-four  companies  in  seventeen  states  which  manufac- 
tured ovens  for  bakers.4  Very  few  of  these  concerns  catered  to  the  biscuit 
manufacturing  trade;  most  of  them  built  bread,  cake,  or  pie  ovens.  The 
Nowell  company  recognized  three  of  these  companies  as  competitors: 
Michigan,  1;  Connecticut,  1;  and  Ohio,  1.  Of  these  three,  only  the 
Michigan  company  made  band  ovens. 

The  one  hundred  and  thirty-eight  biscuit  and  cracker  bakers  were 
situated  in  twenty-nine  states,  scattered  all  over  the  country.5 

2  Thomas,  Register  of  American  Manufacturers,  1934. 

3  Ibid. 

4  Ibid. 

5  Ibid. 
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Blakeston  &  Wilson,  of  Chicago,  Illinois,  was  a  manufacturer  of 
medium-price,  high-quality  chocolate  candy.  Its  chocolates,  sold  under 
the  brand  name  "Perfection,"  were  distributed  through  company-con- 
trolled stores  and  by  candy  wholesalers  (usually  called  "jobbers"  in  the 
candy  trade ) . 

The  company  was  organized  in  1938  when  it  purchased  the  assets 
of  the  bankrupt  Sidwell  Wilson  Company.  Mr.  Wilson,  who  had  been 
president  of  the  defunct  company,  was  instrumental  in  securing  neces- 
sary capital  and  in  organizing  the  new  firm,  of  which  he  also  became 
president.  Whereas  the  original  company  had  had  an  unsuccessful  profit 
record,  Blakeston  &  Wilson  achieved  immediate  financial  success.  Prof- 
its were  earned  each  year  from  1938  through  1946.  Mr.  Wilson  be- 
lieved that  the  failure  of  his  first  company  resulted  from  excessive  sales 
costs;  in  turn,  he  believed  that  the  success  of  the  new  company  resulted 
from  the  fact  that  lower  sales  costs  had  been  achieved.  Profits  for  the 
first  quarter  of  1947  were  the  highest  in  the  firm's  history. 

During  1947,  Blakeston  &  Wilson  planned  to  double  the  number 
of  Perfection  Chocolate  Shops  which  marketed  its  candy.  This  expan- 
sion in  retail  store  operations  was  the  outgrowth  of  a  policy  adopted  in 
1943.  Prior  to  that  time,  the  company  had  sold  its  chocolates  solely  to 
wholesalers  and  large  chain  buyers.  Mr.  Wilson  stated  that  his  company 
had  entered  the  retail  sales  field  in  1943  to  assure  a  stable,  profitable 
postwar  market  for  a  part  of  his  factory's  manufacturing  capacity.  The 
opening  of  these  Perfection  Chocolate  Shops  was  a  real  innovation  in 
the  company's  distribution  procedures;  Blakeston  &  Wilson  executive 
personnel  had  not  had  previous  experience  in  retail  store  operation. 
Operating  results  from  1943  through  April  of  1947,  however,  had 
convinced  Mr.  Wilson  of  the  success  of  the  policy,  as  well  as  of  the 
wisdom  of  further  retail  sales  expansion. 

PREDECESSOR  COMPANY 

The  Sidwell  Wilson  Company,  incorporated  in  1923,  had  sold  pack- 
aged and  bulk  chocolates  under  several  brand  names.  Sales  volume  had 
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averaged  $700,000  annually,  with  selling  expenses  of  approximately 
$100,000  (see  Exhibit  1 ).  The  company  had  employed  eight  salesmen, 
who,  under  the  direction  of  Mr.  Wilson,  served  wholesalers  and  buying 
syndicates  in  the  Middle  W est  and  the  East. 

Stock  ownership  had  been  originally  divided  between  Mr.  Wilson 
(25%)  and  the  majority  stockholders  (75%).  By  borrowing  money 
from  a  company  supplier,  Mr.  Wilson  had  purchased  complete  owner- 
ship of  the  company  in  1926.  Serious  losses  during  the  early  thirties 
made  repayment  of  the  loan  impossible,  and  in  1937  company  assets 
were  sold  to  satisfy  creditor  claims. 

Exhibit  1 

Predecessor  Company — Sidwell  Wilson  Company 
Profit  and  Loss  Statement  for  the  Year  Ending  December  31,  1935 


Amount     of  Net  Sales 


.  .  $623,069.97 

Less  :  Cost  of  sales  

.  .  .  .  520,616.71 

83.56% 

Gross  profit  

. .  . .$102,453.26 

16.44 

Less:  Selling,  general,  and  administrative  expenses: 

Freight  and  cartage  outward  

$  22,618.72 

3.63 

Shipping  wages  and  supplies  

10,505.42 

1.69 

Advertising  

.  .  .  .  4,373.97 

0.70 

Selling  expenses  

.  .  .  .  40,536.91 

6.50 

Administrative  expenses  

.  .  .  19,740.40 

3.17 

Miscellaneous  expenses  ,  

. . .  .  9,015.74 

1.45 

Total  expenses  

.  .  . .$106,791.16 

17.14 

Net  loss  for  period  

.  .  .  .$  4,337.90 

0.70 

Source:  Company  records. 


"The  company  failed,"  Mr.  Wilson  stated,  "primarily  because  our 
selling  expenses  were  too  high.  Moreover,  we  were  selling  to  whole- 
salers who  played  one  manufacturer  against  another  to  force  prices 
down.  We  worked  and  sweated  to  make  a  few  dollars  manufacturing 
candy  while  the  wholesalers  and  retailers  took  large  margins  for  dis- 
tributing and  selling  our  products.  Consequently,  the  consumer  paid 
a  high  price  for  candy  on  which  we  did  not  make  profits."  The  com- 
pany had  also  been  troubled  by  shortages  in  working  capital.  "We  had 
just  $3,000  plus  equipment  when  we  started  in  1923,  and,  when  we  did 
occasionally  make  money,  the  stockholders  took  it  all  out  in  dividends." 

FORMATION  OF  BLAKESTON  &  WILSON 

After  analyzing  the  difficulties  which  he  had  encountered  in  his 
first  business,  Mr.  Wilson  concluded  that  by  reducing  sales  expense  he 
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could  successfully  compete  in  the  candy  business.  To  secure  capital  for 
his  new  enterprise,  Mr.  Wilson  approached  Mr.  Blakeston,  a  director 
and  operating  executive  of  a  large  Midwestern  variety  chain.  Mr.  Blake- 
ston and  three  of  his  associates  furnished  the  minimum  amount  re- 
quired, $30,000.  They  received  500  shares  of  preferred  stock;  in  addi- 
tion, when  all  preferred  stock  had  been  retired  from  earnings,  they  were 
to  be  issued  48%  of  the  company's  authorized  common  stock.  For  serv- 
ices rendered,  Mr.  Wilson  was  then  to  receive  52%  of  the  common 
stock. 

By  March  of  1938,  necessary  machinery  had  been  installed  and 
production  was  initiated.  Company  offices,  located  in  the  factory  build- 
ing, were  furnished  simply;  all  administrative  and  overhead  expense 
was  kept  to  a  minimum.  The  executive  organization  of  the  new  com- 
pany consisted  of  two  men:  Mr.  Wilson,  president  and  general  manager, 
who  was  in  charge  of  sales  and  promotion  work,  financial  administra- 
tion, and  supervision  of  administrative  personnel;  and  Mr.  Herman 
Smith,  production  manager,  who  directed  manufacturing,  purchasing, 
and  cost  accounting  work,  in  addition  to  performing  some  other  miscel- 
laneous duties. 

PRODUCT 

Blakeston  &  Wilson,  in  1947,  manufactured  quality  boxed  and  bulk 
chocolates.  The  company's  boxed  chocolates  were  packed  in  attractive, 
but  inexpensively  designed,  paper  boxes.  All  Blakeston  &  Wilson  candy 
was  hand-dipped,  a  process  normally  used  only  for  expensive  packaged 
chocolates;  medium-price  and  some  expensive  chocolates  were  usually 
dipped  by  machine.  Hand-dipping  was  reputed  to  create  thicker,  cream- 
ier chocolate  coatings  over  the  candy  centers — qualities  which  the  com- 
pany believed  were  recognized  and  appreciated  by  consumers.  Mr.  Wil- 
son stated  that  his  chocolates  (75  cents  per  pound)  were  equal  in  qual- 
ity to  those  sold  in  the  high-price  range  ($1.00-$2.50)  and  superior 
in  quality  to  other  medium-price  chocolates  ($0.75-$  1.00).  "The  dif- 
ference in  price  between  medium-  and  high-price  chocolates  lies  pri- 
marily in  expensive  boxes  and  decorations  and  in  large  promotional 
expenditures,  not  in  the  quality  of  the  candy,"  he  stated. 

Prior  to  World  War  II,  the  company  had  manufactured  some  stand- 
ard hand-dipped  chocolates  for  variety  chains  and  grocery  chains.  Short- 
ages of  raw  materials  had  forced  the  company  to  reduce  sharply  produc- 
tion for  these  outlets  during  the  war  years. 
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ORIGINAL  SALES  PLAN  OF  BLAKESTON  &  WILSON 

Blakeston  &  Wilson,  until  1943,  sold  chocolate  candy  under  a 
variety  of  brand  names  only  to  wholesalers  and  to  two  large  chains. 
The  company  sold  to  121  wholesalers  in  an  area  bounded  by  Madison, 
Wisconsin,  Rock  Island,  Illinois,  Louisville,  Kentucky,  and  New  York 
City.  Wholesalers  were  given  usual  trade  discounts  (wholesale,  20%; 
retail,  33/3%)  and  exclusive  sales  rights  for  a  specified  area.  A  typical 
wholesaler's  sales  varied  in  volume  from  $4,000  to  $25,000,  with  an 
average  of  $8,000.  He,  in  turn,  sold  to  outlets  such  as  drug  and  depart- 
ment stores,  clubs,  and  grocery  stores.  Wholesalers  did  not  carry  other 
brands  of  chocolates  in  a  competitive  price  range.  They  did,  however, 
carry  both  lower-price  and  higher-price  chocolates. 

"My  theory  was  that  there  were  more  people  who  would  buy  our 
product  because  of  its  quality  value  than  there  were  people  who  would 
have  to  be  coaxed  into  buying  it  by  expensive  sales  efforts,"  said 
Mr.  Wilson.  In  carrying  out  his  policy  to  cut  sales  expenses,  Mr.  Wilson 
personally  handled  all  sales  work;  he  had  no  salesmen  or  sales  repre- 
sentatives. Mr.  Wilson  periodically  visited  wholesalers  and  syndicate 
buyers,  determined  credit  policies,  supervised  sales  accounting  work, 
selected  candy  items,  and  designed  candy  packages.  "My  selling  costs 
for  the  wholesale  and  syndicate  trade  vary  between  1.5%  to  2%  of 
gross  sales,"  Mr.  Wilson  stated,  "whereas  usually  costs  in  the  industry 
for  selling  to  that  trade  amount  to  6%."  He  attributed  the  industry's 
high  selling  costs  to  its  use  of  numerous  salesmen,  expensive  missionary 
sales  work,  and  high  promotional  expense.  "We  do  very  little  promo- 
tional work  for  our  wholesalers,  and  the  wholesalers  do  not  do  any 
promotional  work  on  our  candy.  They  have  recognized  our  effort  to 
shave  expenses  and  therefore  place  the  best  box  of  candy  in  the  con- 
sumer's hands  at  the  lowest  price."  Company  sales  promotional  material 
initially  consisted  of  circulars  describing  candy  manufacturing  processes 
and  counter  display  cards.  "The  quality  of  our  candy  will  sell  these 
chocolates  without  sales  promotion,"  Mr.  Wilson  emphasized. 

Mr.  Wilson  had  personally  selected  his  wholesalers  when  the  new 
company  was  first  organized.  Thereafter,  he  visited  each  distributor 
approximately  three  times  a  year.  These  visits  were  informal  and  fre- 
quently amounted  to  a  game  of  golf  with  the  executives  of  the  concern. 
Mr.  Wilson  knew  each  executive  personally,  and  all  business  relations 
were  on  a  first-name  basis.  During  World  War  II,  his  visits  to  company 
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wholesalers  became  more  infrequent,  since  selling  at  that  time  consisted 
of  allocating  scarce  supplies  of  candy  among  these  firms. 

In  1947,  commenting  on  the  excellence  of  his  original  wholesaler 
selection,  Mr.  Wilson  noted:  "We  haven't  gained  or  lost  a  new  account 
in  over  nine  years."  Shortages  of  candy,  as  well  as  a  heavy  personal 
work  load,  had  prevented  Mr.  Wilson  from  returning  to  his  prewar 
schedule  of  visits  to  wholesalers. 

ENTRANCE  INTO  RETAIL  SALES  OPERATIONS 

During  the  depression  years  of  the  early  thirties,  the  candy  industry 
had  been  described  as  "sick";  its  chief  symptom  was  overcapacity  with 
its  attendant  pains  of  price  cutting,  secret  rebates,  and  overextension  of 
credit.  Since  the  incorporation  of  Blakeston  &  Wilson  in  1938,  however, 
candy  production,  as  well  as  the  price  per  pound  received  by  the  manu- 
facturer, had  increased  substantially  (see  Exhibit  2).  Company  sales, 
following  the  general  industry  pattern,  increased  from  $286,000  in 
1938  to  $909,000  in  1942.  Although  wartime  sugar  rationing  had 
hampered  production,  this  difficulty  had  been  partially  eliminated 
through  the  increased  use  of  nonrationed  substitute  materials.  More- 
over, manufacturers  of  medium-  and  high-price  packaged  chocolates  had 
benefited  greatly  from  the  sharply  increased  national  income.  Con- 
sumers were  willing  to  buy  these  more  expensive  candies,  on  which  the 
manufacturer  realized  excellent  margins,  instead  of  cheaper  bulk  candy 
formerly  purchased  in  variety  stores. 

Mr.  Wilson,  despite  his  firm's  prosperity,  was  apprehensive  over 
future  prospects  for  sales  to  the  wholesaler  trade.  On  the  basis  of  the 
experience  with  his  former  company,  he  believed  that  competition 
would  first  appear  and  be  most  severe  on  sales  made  to  wholesaler 
organizations.  Manufacturers  selling  through  wholesalers,  Mr.  Wilson 
stated,  could  never  be  certain  how  much  they  could  sell,  and  they  had 
little  control  over  prices  received  for  their  products.  Mr.  Wilson  be- 
lieved that  a  market  for  at  least  a  part  of  his  productive  output  could 
be  secured  at  a  controlled  price  by  opening  company-operated  candy 
stores.  He  was  not  sure  of  making  profits  in  these  stores.  "If  we  could 
just  break  even  on  store  operations,  our  profits  would  come  from  manu- 
facturing the  candy." 

Mr.  Wilson,  although  he  had  worked  in  the  candy  industry  since 
1909,  had  not  had  any  experience  in  retail  sales  work  or  in  retail  store 
management.  He  therefore  discussed  his  idea  for  retail  candy  stores 
with  his  board,  company  bankers,  and  associates  in  the  industry;  they 
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were  unanimous  in  their  disapproval  of  his  plan.  Despite  these  objec- 
tions, Mr.  Wilson  announced  that  he  planned  to  open  a  retail  store,  if 
necessary  by  supplying  funds  from  his  personal  resources.  The  board 
of  directors,  after  this  statement,  reluctantly  approved  the  new  policy. 

Perfection  Candy  Stores,  Inc.,  was  organized  to  finance  operations 
of  the  new  retail  store;  the  necessary  capital  was  subscribed  by 

Exhibit  2 


Average  Wholesale  Value  per  Pound  of  Confectionery  Sold  by 
Manufacturer- Wholesalers  and  Manufacturer-Retailers,  1925-45 


Manufacturer-Wholesalers* 

Manufacturer-Retailers 

Year 

Number 

Average 

Number 

Average 

Value 

F°f 

Value 

F°f 

per  Pound 

per  Pound 

1925  

386 

$0,229 

96 

$0,392 

1926  

386 

0.226 

96 

0.396 

1927  

369 

0.222 

113 

0.348 

1928  

381 

0.224 

118 

0.319 

1929  

394 

0.210 

123 

0.335 

1930  

405 

0.196 

113 

0.386 

1931  

404 

0.174 

114 

0.366 

1932  

337 

0.136 

81 

0.340 

1933  

301 

0.131 

44 

0.376 

1934  

354 

0.137 

44 

0.387 

1935  

308 

0.142 

48 

0.385 

1936  

308 

0.143 

40 

0.420 

1937  

265 

0.153 

33 

0.451 

1938  

265 

0.144 

33 

0.453 

1939  

244 

0.143 

29 

0.449 

1940  

244 

0.144 

29 

0.436 

1941  

224 

0.153 

24 

0.468 

1942  

235 

0.188 

29 

0.489 

1943  

258 

0.218 

26 

0.414 

1944  

258 

0.232 

40 

0.490 

1945  

353 

0.244 

51 

** 

*  Includes  cocoa-bean  processors  specializing  in  solid  chocolate  items. 
**  Applicable  information  not  available. 

Source:  U.S.  Department  of  Commerce,  19th  Annual  Report  on  Confectionery  Sales  and  Distribution  (1946), 
p.  23. 

Mr.  Blakeston  and  his  associates.  They  received  the  preferred  stock  of 
the  new  corporation  plus  48%  of  its  common  stock.  Mr.  Wilson  re- 
ceived the  remaining  52%  of  the  common  stock  for  "services  rendered." 
The  6%  cumulative  preferred  stock  did  not  have  voting  power  unless 
three  consecutive  annual  dividend  payments  were  passed.  The  new 
corporation  had  the  same  management  and  board  of  directors  as  did 
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Blakeston  &  Wilson;  it  was  a  separate  corporate  entity  only  for  tax 
purposes  and  as  a  method  of  limiting  the  financial  liability  of  Blakeston 
&  Wilson. 

The  first  Perfection  Chocolate  Shop  was  opened  in  Chicago  in  the 
fall  of  1943.  At  that  time  all  former  brand  names  of  the  company,  with 
the  exception  of  those  used  for  the  syndicate  trade,  were  abandoned,  and 
the  name  "Perfection"  was  adopted  for  chocolates  sold  to  the  company 
store  and  to  the  wholesale  trade. 

OPERATION  OF  RETAIL  STORES 

Success  in  the  operation  of  the  first  Perfection  shop  led  to  further 
expansion  during  1946.  Between  January  and  August  of  that  year,  five 


Exhibit  3 

Blakeston  &  Wilson 

Intercorporation  Relationships 


BLAKESTON  6  WILSON 

LOCATION: 

CHICAGO,  ILLINOIS 

BOARD  OF  DIRECTORS:  WILSON,  BLAKESTON,  ANO  MUNSON 

PRESIDENT: 

MR.  SIDWELL  WILSON 

FUNCTION: 

TO  MANUFACTURE  CHOCOLATES  FOR 

WHOLESALE  TRADE  AND  FOR  COMPANY — 

CONTROLLED  STORES. 

RETAIL  MANAGEMENT  CORPORATION 

PERFECTION  CHOCOLATE  SHOPS,  INC. 

(EACH  COMPANY  WAS  INDIVIDUALLY  INCORPORATED) 

LOCATION:        CHICAGO  ,  ILLINOIS 

LOCATIONS:       VARIOUS  CITIES 

BOARD  OF  DIRECTORS-  WILSON ,  BLAKESTON,  AND 

BOARD  OF  DIRECTORS:  WILSON,  BLAKESTON,  AND 

MUNSON 

 > 

MUNSON 

PRESIDENT:       MR.  SIDWELL  WILSON 

PRESIDENT:       MR.  SIDWELL  WILSON 

GENERAL  MANAGER:  MR.  KENNETH  WILSON 

MANAGER  i         APPOINTED  FOR  EACH  STORE 

FUNCTION:       TO  SUPERVISE  THE  MANAGEMENT  OF  ALL 

FUNCTION:       TO  OPERATE  SHOPS  SELLING  PERFECTION 

PERFECTION  CHOCOLATE  SHOPS  FOR 

CHOCOLATES  MANUFACTURED  BY  BLAKESTON 

BLAKESTON  G  WILSON. 

6  WILSON 

Note:  Stock  ownership  of  all  companies  was  held  by  Mr.  Wilson,  Mr.  Blakeston,  and  Mr.  Blakeston's  asso- 
ciates. Over-all  management  of  all  companies  was  handled  by  Mr.  Sidwell  Wilson. 


additional  Perfection  shops  were  opened  in  the  business  section  of 
Chicago.  Each  new  shop  was  organized,  financed,  and  individually  in- 
corporated, as  was  done  in  the  case  of  the  original  store.  (See  Exhibit  3. ) 

Perfection  Chocolate  Shops  were  located  in  sections  of  Chicago  where 
pedestrian  traffic  passing  each  store  was  heavy,  as  well  as  where  the 
possibilities  that  passers-by  would  purchase  candy  were  high,  i.e.,  near 
hotels,  department  store  shopping  areas,  and  financial  districts.  Shops 
featured  Perfection  packaged  chocolates  in  Yz  pound,  1  pound,  and  2 
pound  boxes,  in  addition  to  Perfection  bulk  chocolates;  they  sold  only 
Blakeston  &  Wilson  products  and  did  not  handle  accessory  lines,  such 
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as  nuts  and  novelties.  Most  chocolates  were  75  cents  a  pound  or  $1.45 
for  a  2  pound  box.  A  few  specially  packed  boxes  of  chocolates  retailed 
at  higher  prices — $1.2  5 -$1.50  a  pound. 

Each  shop  had  a  manager  and,  usually,  four  clerks.  These  were  all 
girls  and  they  were  selected  with  regard  to  their  appearance,  character, 
and  education.  Starting  weekly  wages  were  $30,  which  were  advanced 
to  $35  after  three  months'  service;  competing  firms  started  their  sales 
girls  at  $22  a  week.  Managers  were  paid  between  $40  and  $50  a  week. 
In  addition,  both  clerks  and  managers  were  paid  a  bonus  if  each  girl 
sold  over  $480  of  candy  per  week;  clerks  averaged  between  $2  and  $14 
per  week  in  bonuses.  Managers  were  eligible  for  an  additional  super- 
visors' bonus. 

Mr.  Wilson  believed  that  any  Perfection  Chocolate  Shop  was  in  a 
strong  competitive  position  because  ( 1 )  it  sold  high-quality,  reasonably 
priced  candy;  (2)  all  stores  were  efficiently  operated;  and  (3)  each 
store  had  a  large  sales  volume. 

Perfection  chocolates  were  superior  in  quality  to  other  medium-price 
chocolates.  They  were  five  cents  less  per  pound,  however,  than  choco- 
lates sold  by  the  leading  competitor  of  Perfection  Candy  Shops — a 
seminational  chain  of  retail  candy  stores.  Savings  resulting  from  re- 
duced retail  selling  costs  and  efficient  manufacturing  operations  were 
passed  on  to  the  customer  through  the  use  of  highest-quality  candy 
ingredients,  Mr.  Wilson  stated. 

Perfection  Candy  Shops  were  operated  more  efficiently  than  competi- 
tive shops,  Mr.  Wilson  said,  because  of  several  unique  operating  features 
which  he  had  developed.  He  had  designed  all  Perfection  shops  with  a 
small  display  window,  in  which  several  boxes  of  candy  were  high- 
lighted. Traditionally,  retail  candy  stores  had  large  display  windows 
which,  he  believed,  took  several  hundred  dollars  of  display  stock,  as 
well  as  many  hours  of  time  for  decoration.  Furthermore,  Perfection  bulk 
chocolates  were  packed  in  specially  designed  5  pound  boxes  at  the 
factory;  these  boxes  fit  into  display  cases  in  the  retail  stores  without 
rehandling.  Competitive  stores,  said  Mr.  Wilson,  packed  their  candies 
in  stock  boxes  at  the  factory,  and  the  candy  had  to  be  repacked  for  store 
display.  Moreover,  he  continued,  through  the  operation  of  the  bonus- 
payment  plan  for  store  clerks,  there  was  an  incentive  upon  their  part  to 
keep  store  personnel  at  a  minimum — the  fewer  clerks  in  a  store,  the 
higher  the  individual  bonus  payments  to  each  girl. 

He  believed  that  Perfection  sales  volume  per  store  (1947)  was  sub- 
stantially higher  than  the  sales  volume  of  competitive  candy  outlets. 
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Originally  Mr.  Wilson  (1943  through  August  of  1946)  personally 
directed  all  retail  store  operations.  He  visited  each  store  daily  to  check 
on  operations  and  to  assure  himself  that  everything  was  being  handled 
satisfactorily.  He  hired  all  store  personnel,  supervised  advertising  and 
promotion  campaigns,  and  determined  details  of  operating  procedures. 
Daily  reports  of  cash  and  sales,  as  well  as  a  weekly  report  of  inventory, 
constituted  his  formal  check  on  store  operations.  "It  worked  out  beauti- 
fully," said  Mr.  Wilson.  The  primary  management  difficulty  during 
this  period  was  to  find  sufficient  supplies  of  candy  to  meet  the  accel- 
erated wartime  demand  for  quality  products. 

To  secure  critically  short  materials,  such  as  butter,  sugar,  and  choco- 
late, which  were  necessary  for  the  manufacture  of  Perfection  chocolates 
for  his  retail  trade,  Mr.  Wilson  reduced  production  of  all  low-margin 
chocolates  sold  to  chain  buyers;  this  sharply  diminished  sales  to  those 
two  customers.  Sales  to  wholesalers  were  maintained  at  varying  per- 
centages of  their  1941  purchases.  These  material  sources  were  not 
sufficient,  however,  to  fill  the  retail  store  demand  for  Perfection  choco- 
lates, and  a  wartime  customer  ration  of  one  pound  per  day  was  insti- 
tuted. In  April,  1947,  the  improved  materials  situation  permitted  the 
removal  of  this  wartime  customer  ration  in  all  shops. 

RETAIL  MANAGEMENT  CORPORATION 

To  relieve  a  heavy  personal  work  load,  as  well  as  to  prepare  for  in- 
tensive postwar  competition,  Mr.  Wilson  organized  the  Retail  Manage- 
ment Corporation;  that  company  was  to  supervise  the  operations  of  all 
Perfection  Chocolate  Shops.  "My  usual  business  day  was  fifteen  hours 
long,"  he  stated.  "With  conditions  in  the  industry  returning  to  normal 
I  knew  that  more  intensive  management  efforts  were  going  to  be  re- 
quired. I  did  not  have  the  time  to  supervise  retail  store  operations,  in 
addition  to  my  regular  work."  Retail  Management  Corporation  was 
incorporated  on  August  1,  1946;  it  was  organized  and  financed  in  the 
same  manner  employed  in  the  incorporation  of  Perfection  shops. 
Mr.  Wilson,  as  president  of  Retail  Management  Corporation,  made  all 
major  decisions  for  the  new  concern. 

Mr.  Wilson  appointed  his  son,  Kenneth,  as  manager  of  the  new 
company.  Kenneth,  upon  graduation  from  college  in  1937,  had  been 
employed  by  the  Sidwell  Wilson  Company  as  a  salesman.  He  was  as- 
signed to  develop  wholesale  business  in  the  Michigan  area.  After  a  six 
months'  trial  period,  this  attempt  had  been  abandoned  as  unprofitable. 
Kenneth  later  worked  in  the  leather  industry  until  his  induction  into 
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the  army.  He  returned  to  work  for  his  father  in  November  of  1945. 
At  that  time  Mr.  Wilson  planned  to  have  his  son  handle  sales  to  whole- 
salers in  the  Middle  Atlantic  states.  "Sugar  rationing  continued  during 
1946,  however,  and  selling  to  wholesalers  was  still  primarily  a  matter 
of  ordertaking,"  said  Mr.  Wilson,  "so  we  placed  Kenneth  in  charge  of 
the  Retail  Management  Corporation."  Kenneth's  experience  with  retail 
sales  and  with  the  candy  industry  was  limited  to  his  earlier  work  with 
his  father.  "I  wanted  to  give  my  son  a  chance  at  the  business.  He  doesn't 
know  much  about  it,  but  the  way  I  look  at  it,  I  would  have  to  teach 
either  a  stranger  or  my  son.  I  might  as  well  gamble  on  my  son." 

The  staff  of  Retail  Management  Corporation  consisted  of  four  per- 
sons, in  addition  to  Kenneth  Wilson.  A  supervisor  of  stores  inspected 
(weekly)  the  appearance  of  store  property,  displays,  and  personnel  and 
filled  out  an  inspection  report  which  noted  the  results  of  his  investiga- 
tion; this  report  was  given  to  the  store  manager  with  a  duplicate  copy 
forwarded  to  Kenneth  Wilson.  To  correct  any  inadequacies  noted  on 
the  inspection  report,  each  manager  checked  her  Perfection  Operating 
Manual.  This  manual,  written  by  Sidwell  Wilson,  outlined  in  detail 
approved  operating  procedures  to  be  used  in  his  retail  stores.  He  be- 
lieved that,  through  the  use  of  this  manual,  store  operations  and  activi- 
ties were  so  systematized  that  necessary  supervision  was  limited  to  an 
occasional  check  by  the  supervisor  of  stores,  Kenneth  Wilson,  or  him- 
self. Sidwell  Wilson's  daughter,  Thelma,  was  director  of  merchandising 
and  purchasing.  She  determined  inventory  requirements  for  the  shops 
and  purchased  supplies  of  chocolates  from  Blakeston  &  Wilson.  A 
commercial  artist  developed  display  and  counter  card  promotional  ma- 
terial; radio  and  newspaper  advertisements  were  prepared  by  a  Chicago 
advertising  agency.  A  bookkeeper  kept  necessary  accounting  records. 
Neither  of  the  Wilson  children  had  had  previous  experience  in  retail 
sales  work. 

Retail  Management  Corporation,  in  supervising  the  management  of 
all  Perfection  Chocolate  Shops,  hired  personnel,  inspected  the  appear- 
ance of  stores  and  store  personnel,  kept  necessary  accounting  records, 
purchased  candy  and  supplies,  and  furnished  necessary  financial  service 
and  advice.  It  received  10%  of  the  gross  sales  of  all  Perfection  shops  as 
a  management  fee.  Retail  Management  agreed  to  spend  at  least  one- 
half  of  this  sum  for  advertising  purposes,  the  exact  amount  to  be  deter- 
mined by  Blakeston  &  Wilson. 

The  number  of  Perfection  Chocolate  Shops  supervised  by  Retail 
Management  increased  from  six  to  seventeen  between  August,  1946, 
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and  April,  1947.  Store  sales  averaged  $90,000  per  unit.  Store  rentals 
ranged  from  $5,000  to  $20,000  a  year,  with  an  average  payment  of 
$8,000.  Overhead  costs  were  approximately  3%  of  gross  store  sales. 
Invested  capital,  per  store,  varied  from  $10,000  to  $15,000.  All  shops 
were  successful  financially. 

Eight  of  the  eleven  new  shops  had  been  established  in  cities  within 
a  200-mile  radius  of  Chicago — i.e.,  Gary,  Indiana,  and  Peoria,  Illinois. 
Perfection  shops  in  all  eight  non-Chicago  cities  came  into  competition 
with  retail  outlets,  such  as  drug  and  department  stores  which  also  sold 
Perfection  packaged  chocolates  distributed  by  company  wholesalers. 
This  created  a  great  deal  of  resentment  on  the  part  of  the  wholesalers, 
who  felt  their  market  was  being  usurped. 

PRICE 

Perfection  chocolates  had  originally  retailed  at  65  cents  a  pound;  by 
1946,  as  has  been  previously  stated,  the  retail  price  had  been  increased 
to  75  cents  a  pound  or  $1.45  for  the  2  pound  box.  Retail  prices  were 
the  same  at  both  Perfection  Chocolate  Shops  and  retail  stores  supplied 
by  company  wholesalers.  In  1947,  Blakeston  &  Wilson  sold  Perfection 
chocolates  to  its  wholesalers  at  40  cents  a  pound  and  to  Perfection 
shops  at  42  cents  a  pound. 

Manufacturing  costs  had  increased  17  cents  per  pound  between  1943 
and  1946.  Furthermore,  prices  of  chocolate  and  other  raw  materials 
had  continued  to  increase  during  the  first  quarter  of  1947,  and  the  pos- 
sible removal  of  sugar  rationing  in  October  of  1947  was  expected  to 
raise  the  price  of  that  important  commodity. 

Despite  rising  material  costs,  retail-price  reductions  were  already  ap- 
pearing among  some  brands  of  packaged  chocolates.  One  leading  chain 
competitor  of  Perfection  had  reduced  the  price  of  its  2  pound  box  of 
candy  from  $1.55  to  $1.50  in  March  of  1947.  Mr.  Sidwell  Wilson  did 
not  plan  to  reduce  the  retail  price  of  his  candy  to  meet  this  competitive 
development.  Any  price  reduction,  he  believed,  would  first  have  to  be 
made  to  the  wholesaler  trade,  since  he  was  well  acquainted  with  the 
extremely  competitive  aspects  of  wholesaling. 

When  material  prices  returned  to  normal,  Blakeston  &  Wilson 
planned  to  use  any  savings  resulting  from  lowered  costs  to  improve  the 
quality  of  Perfection  chocolates.  "Our  chocolates,  which  we  sold  for 
65  cents  a  pound  in  1943,  were  of  better  quality  than  chocolates  which 
we  now  sell  for  75  cents  a  pound,"  Mr.  Wilson  stated.  The  company 


BLAKESTON  &  WILSON 


553 


had  been  forced  to  reduce  product  quality,  as  had  its  competitors,  to 
take  care  of  increased  raw-material  prices. 

ADVERTISING 

"We  spent  over  $100,000  in  1946  advertising  Perfection  chocolates," 
said  Mr.  Wilson.  Two-thirds  of  this  money  was  expended  for  radio 
advertisements,  the  remaining  one-third  for  newspaper  advertisements. 
Blakeston  &  Wilson  financed  but  a  small  part  of  the  Perfection  adver- 
tising fund;  most  of  the  money  had  been  supplied  by  the  Retail  Manage- 
agement  Corporation  with  assistance  from  individual  Perfection  stores. 
Radio  and  newspaper  advertisements  were  concentrated  in  the  Chicago 
area  and  in  cities  where  Perfection  shops  were  located.  These  advertise- 
ments stressed  the  quality  of  Perfection  chocolates  but  did  not  mention 
that  Perfection  candies  were  hand  dipped;  this  was  in  conformity  with 
industry  advertising  practices.  By  mutual  agreement,  candy  manufac- 
turers did  not  advertise  whether  their  chocolates  were  hand  dipped  or 
machine  dipped. 

Advertising  expenditures  for  Perfection  chocolates,  among  packaged 
and  bulk  chocolate  manufacturers,  were  second  only  to  those  of  the 
Stephen  F.  Whitman  &  Son  Company  in  Philadelphia.  That  company 
manufactured  nationally  advertised  and  distributed  Sampler  chocolates 
which  retailed  at  $1.75  for  a  20  ounce  package.  Mr.  Sidwell  Wilson 
said  that  expenditures  for  advertising  in  1947  would  be  substantially 
higher  than  1946  totals. 

MANUFACTURING 

The  Blakeston  &  Wilson  factory  originally  occupied  the  first  three 
floors  of  a  warehouse;  the-  company  had  recently  expanded  into  two 
floors  of  an  adjoining  building.  Manufacturing  operations  and  storage 
facilities  were  located  on  each  floor  so  that  raw  materials  would  be  in 
close  proximity  to  the  production  activities  in  which  they  were  used. 
All  manufacturing  departments  were  air-conditioned,  and  the  plant  was 
equipped  with  cold-storage  facilities  capable  of  holding  300,000  pounds 
of  finished  candy.  Candy-making  machinery  was  old  but  in  good  repair. 
In  1947  the  plant  was  producing  approximately  22,000  pounds  of 
candy  per  day,  five  days  a  week.  Capacity  plant  production  was  30,000 
pounds  per  day. 

Mr.  Sidwell  Wilson  believed  that  company  manufacturing  operations 
were  efficient  because  ( 1 )  he  personally  owned  and  operated  his  busi- 
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ness,  which  gave  him  a  close  check  on  all  operations;  (2)  he  had  in- 
vented a  continuous  process  production  line  which  enabled  him  to  hand- 
dip  chocolates  at  a  lower  cost  than  other  competitive  hand-dip  chocolate 
manufacturers;  and  ( 3 )  his  labor  force  was  more  efficient  and  effective 
than  employee  groups  in  other  companies. 

Mr.  Wilson  did  not  believe  that  any  company  could  secure  a  signifi- 
cant advantage  over  its  competitors,  as  far  as  raw-materials  purchasing 
was  concerned.  Sugar  and  chocolate  prices,  he  said,  were  normally  set  by 
the  New  York  City  and  foreign  exchanges,  and  the  price  for  a  specified 
type  of  product  was  identical  to  all  large-scale  purchasers.  Sugar,  the 
primary  ingredient  of  candy,  was  purchased  by  most  companies  on  a 
day-to-day  basis.  "The  only  way  normally  to  secure  bargain  sugar  prices 
would  be  to  gamble  on  futures — we  tried  that  once  and  lost."  Manu- 
facturers of  medium-price  candies,  however,  could  and  did  make  some 
savings  on  minor  items  by  using  substitute  or  average-quality  fruit 
centers,  cream,  and  butter.  Perfection  chocolates,  contrary  to  this  prac- 
tice, were  always  made  from  the  highest-grade  ingredients  obtainable. 

Mr.  Smith,  production  manager,  was  assisted  in  factory  supervision 
by  four  foremen  and  two  floor  ladies.  He  believed  this  number  was 
the  minimum  staff  required.  In  fact,  when  one  of  these  assistants  was 
ill,  Mr.  Smith  had  to  take  over  temporarily  his  or  her  duties.  He  re- 
ceived two  weekly  production  reports,  which  were  also  available  for 
Mr.  Wilson's  use.  They  listed  production  by  department,  the  number 
of  manufacturing  employees,  total  hours  worked,  and  indirect  factory 
expenses.  He  believed,  however,  that  his  most  effective  control  technique 
was  close  personal  supervision  over  factory  operations.  Mr.  Smith  was 
completely  responsible  for  all  manufacturing  activities;  Mr.  Wilson  did 
not  concern  himself  with  production  problems,  unless  some  major 
change  in  policy  was  contemplated. 

Hand-dipped  chocolates  were  more  expensive  to  produce  than  ma- 
chine-dipped candies  primarily  because  of  substantially  increased  labor 
costs.  Mr.  Smith  estimated  that  machine-dipping  resulted  in  savings  of 
from  4  to  5  cents  a  pound  in  labor  and  material  costs  over  Blakeston  & 
Wilson's  hand-dipping  process.  "We  can  afford  to  hand-dip  our  choco- 
lates only  because  of  the  savings  effected  by  our  low  sales  cost." 

Mr.  Sidwell  Wilson,  in  1937,  had  developed  and  patented  his  con- 
tinuous production-line  process  for  dipping,  cooling,  and  packing  varied 
selections  of  chocolates.  This  process,  he  believed,  enabled  Blakeston  & 
Wilson  to  hand-dip  chocolates  for  3  cents  less  per  pound  than  com- 
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peting  hand-dip  chocolate  manufacturers.  He  had  installed  four  of  these 
units  in  his  factory  in  1938  at  a  cost  of  $4,000  per  unit.  In  1947  two 
units  were  operating  at  capacity  (7,500  pounds  per  unit  a  day);  the 
other  two  units,  because  of  material  shortages,  were  operating  at  partial 
capacity.  Mr.  Wilson  had  attempted  to  sell  the  process  to  other  manu- 
facturers for  $100,000  per  unit,  but  only  one  sale  had  been  made  to  a 
small  Evanston,  Illinois,  chocolate  manufacturer. 

The  company's  labor  force  was  composed  of  200  employees,  most  of 
whom  were  women  engaged  in  dipping  and  packing  chocolates.  Labor 
and  management  relations  were  excellent;  the  company  had  never  been 
organized.  Wages  equaled  those  of  competing  firms  in  the  Chicago  area; 
in  addition  to  their  base  pay,  all  employees  who  had  been  with  the 
company  more  than  five  years  (96)  participated  in  a  profit-sharing 
plan  which  company  officials  believed  stimulated  employee  interest  and 
productive  efficiency. 

Wages  of  employees  had  risen  steadily  since  1938.  At  that  time 
dippers  were  paid  30  cents  an  hour;  in  1947  they  started  at  87  cents 
an  hour.  In  addition  to  base  pay,  dippers  were  eligible  for  a  bonus  of 
from  1  to  9  cents  an  hour  if  they  approached  or  reached  the  maximum 
production  rate  (24  pieces  a  minute);  in  1947  most  dippers  were 
earning  the  maximum  bonus.  Mr.  Smith  awarded  the  bonus  to  dippers 
by  occasionally  checking  production  operations.  "The  bonus  is  based 
on  my  judgment  as  to  how  well  they  are  doing,"  he  said,  "not  on  time 
or  motion  studies."  The  bonus  system,  which  had  been  in  effect  for 
a  period  of  four  years,  had  not  been  extended  to  other  employees  of  the 
company. 

Mr.  Smith  personally  handled  the  limited  amount  of  cost  accounting 
work  done  on  all  manufacturing  operations.  He  had  established  stand- 
ard costs  on  materials  and  direct  labor  for  producing  100  pound  lots 
of  each  type  of  candy  included  in  the  Perfection  selection.  Standards 
for  burden  had  not  been  established,  he  said,  since  these  charges  were 
fairly  constant  from  year  to  year.  Standard  costs  were  occasionally 
checked  against  actual  costs  when  Mr.  Smith  believed  this  necessary. 
Although  many  of  the  company's  standard  cost  sheets  were  obsolete 
because  of  changes  in  materials  prices,  Mr.  Smith  did  not  believe  revi- 
sions were  necessary  so  long  as  the  company  secured  a  28%  gross 
manufacturing  operating  profit  ( exclusive  of  burden  charges ) .  Exhibit 
4  lists  standard  cost  information  on  a  typical  chocolate  item  manu- 
factured both  for  bulk  and  package  sale. 
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CHAIN  STORE  CUSTOMERS 

By  April,  1947,  increased  sales  of  bulk  and  packaged  chocolates  were 
again  being  made  to  the  variety  chain  with  which  Mr.  Blakeston  was 
associated.  Mr.  Wilson  had  not  re-established  sales  relations  with  the 
retail  grocery  chain  to  which  he  had  sold  chocolates  prior  to  World 
War  II.  That  company  was  building  its  own  large  candy  factory  and 
was  installing  candy  departments  in  all  its  retail  outlets.  "We  don't 
want  to  sell  to  any  customer  who  is  in  competition  with  us  in  the 
manufacture  of  candy,"  Mr.  Wilson  declared.  He  had  not  yet  attempted 
to  secure  another  large  grocery  chain  outlet,  since  a  shortage  of  raw 

Exhibit  4 

Blakeston  &  Wilson 

Standard  Costs  for  100-Pound  Mix 
of  Chocolate-Covered  Cream  Candy 

Materials  $26.97 

Direct  labor   7.65 

Total  $34.62 

Source:  Company  records. 

Exhibit  5 

Blakeston  &  Wilson 
Income  Statements,  1938-46  (In  Thousands) 


1938  1939  1940 


%of 

%of 

%of\ 

Amt. 

Sales 

Amt. 

Sales 

Amt. 

Sales 

Net  sales  

$286 

100.0% 

$562 

100.0% 

$668 

100.09 

Cost  of  sales  

231 

80.8 

470 

83-6 

561 

84.0 

Gross  profit  on  sales  

$  55 

19-2% 

$  92 

16-4% 

$107 

16.0? 

Selling,  general,  and  administrative  expenses: 

4.5^ 

Freight  and  cartage  outward  

$  10 

3-6% 

$  22 

3-9% 

$  29 

Shipping  wages  and  supplies  

3 

1.0 

11 

2.0 

15 

2.2 

Advertising,  travel,  entertainment,  commissions,  and  other 

selling  expenses  

6 

2.1 

11 

2.0 

13 

1.9 

Executive  and  office  salaries  

12 

4.2 

18 

3.2 

19 

2.8 

Contributions  to  profit-sharing  plan  

Provision  for  state  excise  and  federal  capital  stock  tax  ... 

1 

0.3 

2 

0.4 

2 

0.3 

Miscellaneous  

5 

1.7 

 3 

0.5 

9 

1.3 

Total  expenses  

$  37 

12.9% 

$  67 

12.0% 

$  87 

13.0C 

Net  profit  before  federal  taxes  on  income  

$  18 

6-3% 

$  25 

4-4% 

$  20 

3.09 

Provision  for  estimated  federal  taxes  on  income  and  excess 

3 

1.0 

4 

0.7 

 3 

0.4; 

Net  profit  carried  to  surplus  

$  15 

5-3% 

$  21 

3-7% 

$  17 

1.6* 

Note:  Totals  from  1943  through  1946  include  sales  made  by  Blakeston  &  Wilson  to  company-controlled  Perfection  shops. 
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materials  still  hampered  production.  Such  an  outlet  would  be  necessary 
during  normal  times,  he  felt,  to  insure  his  plant  of  capacity  operations 
during  the  entire  year. 

CONTROL 

In  conformity  with  Mr.  Wilson's  desire  to  keep  administrative  ex- 
penses to  a  minimum,  only  a  few  reports  were  prepared  for  his  use.  He 
received  a  monthly  balance  sheet  and  profit  and  loss  statement  from  all 
corporations,  as  well  as  daily  reports  on  Blakeston  &  Wilson  production 
and  sales  made  by  individual  Perfection  Chocolate  Shops. 

Mr.  Sidwell  Wilson,  in  addition  to  the  investigations  made  by  Retail 
Management  Corporation,  inspected  several  Perfection  shops  on  one 
day  each  week.  "As  far  as  store  operations  are  concerned,  our  best 
indicator  of  trouble  is  when  customers  begin  to  complain — then  we 
start  action,"  he  said. 

Mr.  Sidwell  Wilson  personally  checked  wholesaler  relations  on  his 
visits  to  those  concerns.  "That  gives  me  all  the  control  I  need  over  those 
operations.  I  believe  this  system  will  be  effective  as  long  as  I  am  per- 
sonally running  the  business;  it  may  not  prove  effective  under  other 
operating  conditions."  He  further  believed  that  the  widespread  adver- 

Exhibit  5 — Continued 
1941  1942  1943  1944  1945  1946 


7c  of 

7c  of 

%  of 

7c  of 

7c  of 

7c  of 

Amt. 

Sales 

Amt. 

Sales 

Amt. 

Sales 

Amt. 

Sales 

Amt. 

Sales 

Amt. 

Sales 

$799 

100.0% 

$909 

100.0% 

$1,160 

100.0% 

$1,239 

100.0% 

$1,110 

100.0% 

$1,349 

100.0%, 

663 

83.0 

762 

83-8 

877" 

75.6 

906 

73-1 

867 

78.1 

1,041 

77.2 

$136 

17-0% 

$147 

16.2% 

$  283 

24.4% 

$  333 

26.9% 

$  243 

21-9% 

$  308 

22.8% 

$  23 

2.8% 

$  16 

1.8% 

$  18 

1.6% 

$  20 

1.6% 

$  15 

1.4% 

$  17 

1.3% 

22 

2.8 

21 

2.3 

22 

1.9 

24 

1.9 

25 

2.3 

27 

2.0 

20 

2.5 

11 

1.2 

17 

1.5 

21 

1.7 

34 

3.0 

23 

1.7 

26 

3.2 

40 

4.5 

40 

3.3 

40 

3.3 

45 

4.0 

50 

3.7 

19 

1.5 

21 

1.9 

27 

2.0 

2 

0.3 

3 

0.3 

8 

0.7 

11 

0.9 

5 

0.5 

8 

0.6 

14 

1.8 

13 

1.4 

15 

1.3 

14 

1.1 

20 

1.8 

22 

1.6 

$107 

13.4% 

$104 

H-5% 

$  120 

10.3% 

$  149 

12-0% 

$  165 

14.9% 

$  174 

12.9% 

$  29 

3-6% 

$  43 

4-7% 

$  163 

14.1% 

$  184 

14.9% 

$  78 

7-0% 

$  134 

9-9% 

8 

1.0 

18 

2.0 

131 

11.3 

150 

12.1 

50 

4.5 

60 

4.4 

$  21 

2-6% 

$  25 

2-7% 

$  32 

2.8% 

$  34 

2.8% 

$  28 

2.5% 

$  74 

5.5% 

Source:  Company  records. 
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tising  campaign  for  Perfection  chocolates  would  provide  an  incentive, 
both  for  his  wholesalers  to  continue  to  carry  the  line  and  for  the  re- 
tailers supplied  by  these  firms  to  hold  to  the  advertised  price. 

EXECUTIVE  ORGANIZATION 

The  executive  organization  of  Blakeston  &  Wilson  in  April,  1947, 
was  substantially  the  same  as  in  1938.  An  assistant  treasurer  had  been 
engaged  in  1946  to  take  charge  of  all  detailed  accounting  work,  with 
the  exception  of  cost  accounting  records.  Mr.  Sidwell  Wilson,  fifty-six 
years  of  age,  was  still  actively  engaged  in  all  company  operations.  "I 
can  do  anything  from  firing  a  boiler  to  selling  packaged  chocolates," 
he  stated.  He  personally  approved  all  major  policy  and  operating  de- 
cisions made  for  Blakeston  &  Wilson,  Retail  Management  Corporation, 
or  any  of  the  seventeen  Perfection  Chocolate  Shops. 

At  quarterly  meetings  of  the  board  of  directors,  Mr.  Wilson  discussed 
general  company  problems  with  the  board.  All  Perfection  Chocolate 
Shops  were  operating  at  a  profit,  and  Mr.  Blakeston  and  his  associates 
were  convinced  that  the  decision  to  enter  the  retail-sales  field  had  been 
a  wise  one.  All  Blakeston  &  Wilson  preferred  stock  had  been  retired  by 
this  time,  and  Mr.  Wilson  owned  52%  of  the  outstanding  common 
stock. 

Mr.  Smith,  forty-five  years  of  age,  had  been  an  accounting  instructor 
before  becoming  associated  with  the  company.  The  office  staff  of  the 
company,  excluding  secretarial  help,  consisted  of  three  women  who 
handled  all  sales  and  production  records,  as  well  as  payroll  accounts. 
"Other  companies  of  comparable  size  have  large  administrative  organi- 
zations— up  to  twenty-five  persons.  By  keeping  a  small  stable  customer 
list  and  using  a  minimum  of  expensive  records,  our  administrative  sec- 
tion can  be  kept  to  a  minimum  size,"  said  Mr.  Smith. 

EXPANSION 

Mr.  Wilson  was  planning  to  expand  his  chain  of  retail  shops.  Four 
additional  store  leases  had  been  signed,  and  before  the  end  of  1947  the 
company  planned  to  operate  between  twenty-five  and  thirty  shops. 
"If  I  were  a  younger  man,  we  would  open  500."  He  believed  that 
Perfection  shops  should  expand  immediately:  (1)  to  get  as  many 
consumers  as  possible  familiar  with  Perfection  chocolates  and  (2)  to 
become  established  in  the  retail  candy  business  during  1947,  a  time 
when  raw-material  shortages  prevented  other  companies  from  entering 
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Blakeston  &  Wilson 

Balance  Sheets,  1938-46 
(In  Thousands) 


iyjo 

1070 

10  AH 

10  A  1 

10  A~> 

1943 

1944 

1945 

1946 

Assets 

Current  Assets: 

Cash  in  Bank  and  on  Hand  

$  11 

$  10 

$  13 

$  8 

$  32 

$161 

$202 

$134 

$227 

Accounts  Receivable  

21 

24 

33 

26 

54 

73 

60 

61 

26 

Inventories  at  Cost  or  Market, 

Whichever  Is  Lower  

9 

21 

24 

90 

44 

36 

56 

62 

118 

Total  Current  Assets   

$  41 

$  55 

$  70 

$124 

$130 

$270 

$318 

$257 

$371 

Cash  Surrender  Value  of  Life  In- 

surance Policv  

1 

2 

8 

9 

9 

10 

11 

16 

17 

Total  

$  42 

$  57 

$  78 

$133 

$139 

$280 

$329 

$273 

$388 

Postwar  Refundable  Portion  of  Esti- 

mated Excess  Profits  Tax  

12 

26 

Fixed  Assets  

13 

39 

45 

45 

38 

34 

38 

33 

39 

Deferred  Charges  

8 

13 

19 

11 

10 

9 

17 

17 

14 

Total  Assets  

$  63 

S109 

S142 

$189 

$187 

$335 

$410 

$323 

$441 

Liabilities  and  Capital 

Current  Liabilities: 

Note  Pavable  at  Bank  

>p  j  / 

•6  7 

$  7 

$  6 

Accounts  Payable  and  Accrued  Ex- 

penses   

S  15 

$  19 

31 

25 

20 

29 

67 

$  41 

$  58 

Reserve  for  Federal  and  State  Taxes 

3 

5 

5 

10 

21 

139 

200 

133 

160 

Total  Current  Liabilities  

$  18 

$  24 

$  43 

$  72 

$  48 

$175 

$273 

$174 

$218 

Postwar  Refund  of  Estimated  Federal 

$  12 

$  26 

Capital  Stock: 

Preferred  Stock: 

Authorized  and  Issued — 500  Shares 

of  $6  Cumulative  without  Par 

Value  

$  30* 

$  50 

$  50 

$  50 

$  50 

$  50 

$  50 

$  50 

$  50 

Less :  Held  in  Treasury  

18 

50 

50 

50 

Common  Stock: 

Authorized,  Issued,  and  Outstand 

ing  1,040  Shares  without  Par 

Value    

Wt  | 

Total  Capital  Stock  

$  30 

$  50 

$  50 

$  50 

$  50 

$  32 

$104 

$104 

$104 

Earned  Surplus: 

Balance,  January  1  

$  15 

S  35 

$  49 

$  67 

$  89 

$116 

$  7 

$  45 

Add:  Net  Profit  

$  15 

21 

17 

21 

25 

32 

34 

28 

74 

Postwar  Refund  of  Excess  Profits 

Taxes  

26t 

Less:  Dividends  Paid  

1 

2 

3 

3 

3 

39 

16 

Amount  Transferred  to  Capital 

mi 

Stock  Account  

Under  Accrual  of  Prior  Years' 

Taxes,  etc  

1 

Balance,  December  31  

$  15 

$  35 

$  49 

$  67 

$  89 

$116 

$  7 

$  45 

$119 

Total  Liabilities  and  Capital. . 

S  63 

S109 

$142 

S189 

S187 

$335 

$410 

$323 

$441 

*  300  shares  of  preferred  issued  and  outstanding  December  31,  1938. 

t  Stated  value  of  S100  per  share  of  common  voted  by  board  of  directors. 

t  Treated  as  deferred  income  in  prior  years,  transferred  to  earned  surplus  December  31,  1945. 

Source:  Company  records. 
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Exhibit  7 

Blakeston  &  Wilson 

Perfection  Chocolate  Shops  {Combined) , 
Balance  Sheet  as  of  December  31,  1946 
(In  Thousands) 


Assets 

Current  Assets: 

Cash   $130 

Inventories  (at  Cost)   18 

Total  Current  Assets   $148 

Fixed  Assets   41 

Deferred  Charges: 

Improvement  to  Leased  Premises  $  56 

Unexpired  Insurance  Premiums   7 

Total  Deferred  Charges   63 

Total  Assets   $252 

Liabilities  and  Capital 
Current  Liabilities: 

Accounts  Payable   $  32 

Reserve  for  State  and  Federal  Taxes   52 

Total  Current  Liabilities   $84 

Capital  Stock  and  Surplus: 
Capital  Stock: 

Preferred  $  47 

Common   19  66 

Earned  Surplus: 

Balance,  December  31,  1945  $  20 

Net  Profit,  1946   113 

$133 

Less:  Dividends  Paid   31 

Balance,  December  31,  1946   102 

Total  Liabilities  and  Capital   $252 


Source:  Company  records. 

this  field.  In  1947  about  one-third  of  Blakeston  &  Wilson  production 
was  being  sold  through  company-controlled  stores,  and  Mr.  Wilson 
wanted  to  increase  substantially  that  amount. 

Among  the  potential  sites  for  new  Perfection  shops  were  Cleveland 
and  Detroit.  Retail  candy  shops,  both  locally  owned  and  chain  stores, 
were  already  in  operation  in  these  cities.  Previous  expansion  had 
placed  Perfection  shops  in  direct  competition  with  a  seminational  chain 
of  retail  candy  stores.  That  company,  incorporated  in  1919,  operated 
several  hundred  stores  in  the  Middle  West  and  along  the  East  Coast 
which  sold  medium-price  hand-dipped  chocolates  and  salted  nuts. 
Mr.  Wilson  believed  that  that  company's  sales  volume  averaged  only 
$50,000  per  store.  "We  know  how  to  sell  in  volume  at  low  costs." 
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Competition  for  Perfection  chocolates  sold  by  company  wholesalers 
came  from  hundreds  of  locally  and  regionally  promoted  packaged  choc- 
olates, as  well  as  from  several  brands  of  nationally  distributed  candies. 

Mr.  Wilson  estimated  that  the  productive  capacity  of  the  candy  in- 
dustry had  expanded  by  30%  since  1939.  In  addition  to  the  expansion 
of  established  companies,  other  firms  were  building  entirely  new  candy 
plants.  "Competition  is  going  to  be  severe,"  he  concluded.  (See  Exhibits 
5,  6,  and  7.) 

NOTES  ON  THE  CONFECTIONERY  INDUSTRY 
TYPES  OF  PRODUCERS 

The  confectionery  industry  may  be  divided  into  three  types  of  pro- 
ducers: (1)  manufacturer- wholesalers;  (2)  chocolate  manufacturers; 
and  (3)  manufacturer-retailers. 

Manufacturer-wholesalers  (manufacturers  who  distribute  their  can- 
dies through  wholesalers)  are  the  predominant  type  of  producer  in  the 
industry  from  the  viewpoint  of  number  of  firms,  volume,  and  value  of 
output.  These  concerns,  although  they  make  the  largest  proportion  of 
inexpensive  candies,  sell  in  every  price  class  from  penny  goods  to  ex- 
pensive boxed  chocolates.  While  most  manufacturer-wholesalers  make 
a  variety  of  goods  with  wide  price  differentials,  some  concentrate  on 
one  price  line;  in  some  cases  the  entire  plant  is  designed  to  produce 
just  one  type  of  candy  bar. 

Manufacturer-wholesalers  are  divided  into  six  basic  types  of  pro- 
ducers: (1)  general-line  houses,  which  supply  national  or  regional 
markets  with  a  wide  range  of  candies,  such  as  penny  goods,  five-  and 
ten-cent  packages  or  pieces,  and  bulk  goods;  (2)  bar-goods  houses, 
which  supply  the  national  market  with  chocolate-covered  candy  bars; 
(3)  specialty  houses,  which  distribute  either  nationally  or  regionally 
one  item  or  several  types  of  variety  candy  (such  as  toy  boats  filled  with 
candy);  (4)  package-goods  houses,  which  distribute  boxed  and  some 
bulk  chocolates  to  a  regional  market;  (5)  bulk-goods  houses;  and  (6) 
penny-goods  houses. 

Chocolate  manufacturers  (for  example,  Hershey,  Baker,  and  Nestle), 
in  addition  to  supplying  the  candy  industry  with  chocolate  items,  such 
as  coatings,  syrups,  and  cocoa  products,  also  manufacture  molded  choco- 
late bars.  These  products  are  sold  both  directly  and  through  wholesale 
concerns. 

Manufacturer-retailers  (manufacturers  who  market  the  bulk  of  their 
output  directly  through  their  own  stores)  have  the  smallest  volume 
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among  the  three  types  of  candy  manufacturers.  These  manufacturers 
frequently  build  up  reputations  as  specialists  in  making  certain  types  of 
candy.  Smaller  manufacturer-retailers  customarily  make  candy  on  the 
premises  of  their  own  store  and  sell  it  directly;  larger  companies  have 
a  factory  and  supply  company-owned  stores  in  a  local  or  regional  area. 

PRODUCT 

The  candy  market  in  the  United  States  is  dominated  by  the  5 -cent 
candy  bar.  Shortly  after  the  end  of  World  War  I,  the  first  nationally 
advertised  candy  bar  was  introduced.  Currently,  there  is  a  large  number 
of  nationally  advertised  bars  on  the  market.  In  fact,  more  than  one-half 
of  all  the  candy  sold  in  1945  consisted  of  candy  bars,  90%  of  which 
retailed  for  5  cents.  Packaged  confectionery  (primarily  boxed  choco- 
lates) was  the  second  largest  selling  item  in  1945,  the  total  making 
up  about  20%  of  dollar  sales.  Bulk  candy  (approximately  15%  of 
1945  sales)  and  specialty  candies  (approximately  10%  of  1945  sales) 
were  the  next  largest  selling  items.1 

INDUSTRY  LOCATION  AND  SIZE 

Candy  manufacturing  operations  are  geographically  concentrated  in 
the  states  of  Illinois,  New  York,  Pennsylvania,  and  Massachusetts,  with 
Chicago  the  candy  manufacturing  center.  In  1944  these  four  states  pro- 
duced, as  measured  by  value,  about  65%  of  the  confectionery  manu- 
factured in  this  country.2 

Sales  by  manufacturing  concerns  are  likewise  concentrated.  In  1944, 
87%  of  confectionery  sales  were  made  by  80  firms,  each  with  more 
than  a  million  dollar  per  year  business.3  Total  industry  manufacturing 
activities  were  carried  on  in  1,473  plants. 

CHANNELS  OF  DISTRIBUTION 

In  the  pre-war  years  the  confectionery  industry  was  making  important  changes 
in  its  methods  of  distribution.  The  chain  store  as  a  distributor  of  candy  doubled 
in  importance  from  1927  to  1944.  In  1927,  10  per  cent  of  the  candy  distributed 
was  marketed  through  chain  stores,  but  by  1941  the  proportion  had  risen  to 
21.4  per  cent.  Apparently  this  gain  was  at  the  expense  of  the  independent  re- 
tailer. The  independent  retailer's  share  of  candy  sales  decreased  from  27.5  per 


1U.S.  Department  of  Commerce,  19th  Annual  Report  on  Confectionery  Sales  and 
Distribution  (1945),  p.  23. 

2  Edward  T.  Bullock,  "Candy  Takes  Its  Place  at  the  Dinner  Table,"  Dun's  Review, 
July,  1946,  p.  16. 

3  Fred  Smith,  "Sweetness  and  Light,"  Advertising  and  Selling,  Vol.  XXXIX,  No.  2 
(February,  1946). 
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cent  in  1927  to  11.7  per  cent  in  1941.  .  .  .  Distribution  through  factory-owned 
stores  has  remained  in  the  neighborhood  of  9  per  cent.  .  .  .4 

The  candy  wholesaler  has  been,  and  remains,  the  most  important 
factor  in  the  distribution  of  confectionery.  The  percentage  of  industry 
output  which  those  wholesalers  handled  dropped  from  61%  (1937) 
to  40%  (1942)  and  then  rose  to  48%  (1945),  following  a  marked 
reduction  in  military  purchases  of  candy.5 

SEASONALITY 

Despite  wartime  scarcities  of  raw  materials  and  the  leveling  influence 
of  military  demand,  the  candy  industry  never  lost  its  characteristic 
seasonality. 

The  characteristic  seasonal  pattern  of  sales  by  the  candy  industry,  shows  that 
the  highest  activity  is  reached  just  before  the  Christmas  holidays,  with  the 
market  falling  off  in  January.  As  the  year  progresses,  there  is  a  minor  but  well- 
defined  rise  in  sales  for  Easter.  In  addition,  the  manufacturer-retailers  experi- 
enced a  pickup  in  sales  for  the  February  holidays,  especially  in  the  box  trade  for 
St.  Valentine's  Day.  The  bottom  for  all  candy  sales  is  reached  in  mid-summer, 
almost  universally  in  July,  with  an  upswing  geared  first  to  Thanksgiving  and 
culminating  in  the  Christmas  trade.6 

FLUCTUATIONS  IN  COSTS  AND  SALES  VALUE 

Confectionery  material  costs  are  subject  to  wide  fluctuations.  From  1927  to 
1932  the  average  price  of  materials  declined  50  per  cent.  By  contrast,  wholesale 
confectionery  prices  fell  40  per  cent.  In  the  recovery  period  to  1937,  material 
costs  rose  47  per  cent  and  confectionery  prices  only  15  per  cent.  During  the 
recession  of  1937-1938,  material  costs  again  declined  considerably  more  than 
the  sales  value  of  confectionery.  The  declines  were  16  per  cent  and  7  per  cent 
for  materials  and  confectionery  respectively.  From  1938  to  1944  material  costs 
and  sales  value  have  each  risen  54  per  cent. 

If  price  history  repeats  itself,  the  next  recession  of  any  consequence  will  find 
material  prices  weaker  than  confectionery  prices. 

The  demand  for  candy  is  but  moderately  affected  by  changes  in  general  busi- 
ness conditions.  In  the  severe  depression  of  the  early  1930's  the  quantity  of 
candy  consumed  decreased  only  about  8  per  cent. 

Individual  items,  however,  are  subject  to  wide  fluctuations.  In  1933,  for 
example,  fancy  package  goods  were  down  70  per  cent  from  the  1930  average. 
Bars  other  than  chocolate  declined  53  per  cent.  In  the  mild  recession  of  1937- 
1938,  the  only  decline  of  magnitude  was  one  of  20  per  cent  in  plain  package 
goods.7 

4  Bullock,  op.  cit.,  p.  15. 

5  Ibid. 

6  Selina  Caldor,  "Seasonal  Trends  in  the  Candy  Business,"  Domestic  Commerce,  Vol. 
XXXIV,  No.  3  (March,  1946). 

'  Bullock,  op.  cit.,  p.  16. 
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COMPETITION 

The  candy  industry  has  always  been  characterized  by  intense  com- 
petition. The  situation  in  the  industry  during  the  1920's  was  sum- 
marized, in  1927,  by  the  Secretary  of  the  National  Confectioners  Asso- 
ciation as  follows: 

The  candy  industry,  representing  a  capital  investment  of  approximately  $300,- 
000,000  and  annual  sales  aggregating  $400,000,000,  is  beset  with  fears  and 
doubts  as  to  its  future.  .  .  .  During  the  prewar  period  (1912-1917)  .  .  .  there 
was  the  keenest  kind  of  competition  and  profits  were  things  hoped  for  but  sel- 
dom realized.  .  .  .  During  the  war  period  conditions  were  changed  almost 
overnight  from  a  buyers'  to  a  sellers'  market.  .  .  .  Manufacturers  were  able  to 
dictate  terms  and  conditions  of  sale.  .  .  .  What  was  the  result?  Plants  were 
over-expanded.  ...  I  estimate  that  the  potential  capacity  of  the  entire  industry 
is  anywhere  from  25%  to  35%  more  than  is  required  to  supply  the  demand 
.  .  .  conditions  tempted  manufacturers  to  resort  to  practices  which  have  devel- 
oped situations  that  are  decidedly  detrimental  to  the  industry.  Free  goods  are 
given;  secret  rebates  and  special  discounts  are  given  to  favored  customers;  over- 
extension of  credits  as  to  terms  and  quantity;  special  deals  and  concessions;  re- 
wards to  customers'  salesmen;  and  many  others.8 

During  the  depression  years  of  the  1930's,  competition  in  the  indus- 
try continued  to  be  severe;  the  average  price  per  pound  received  by  the 
manufacturer  dropped  from  23.2  cents  per  pound  in  1927  to  13.9  cents 
in  1933.  In  addition  to  intense  competition  within  the  industry,  ex- 
ternal factors  were  limiting  the  confectionery  market.  Ice  cream  and 
soft-drink  consumption  had  increased  tremendously  during  this  period, 
as  did  the  consumption  of  cigarettes.  The  latter  was  aided  to  no  small 
degree  by  increased  sales  to  women  smokers.  Production  (physical  vol- 
ume) increased  8%  from  1929  to  1939,  despite  the  fact  that  there 
were  then  38%  fewer  plants  and  22%  less  workers  in  the  industry.9 

A  further  factor  currently  affecting  the  competitive  situation  has 
been  the  rapid  rise  of  chain  grocery  store  candy  sales. 

Grocery  stores,  food  chains  such  as  the  A  &  P,  and  supermarkets  are  assum- 
ing increasing  importance  as  distributors  of  confectionery.  Grocery  stores  now 
sell  a  larger  volume  of  candy  than  of  coffee  or  butter.10 

WORLD  WAR  II 

The  effect  of  World  War  II  on  the  industry  was  reflected  in  three 
major  developments:  (1)  rationing  of  basic  raw  materials  used  in 
candy  manufacture;  (2)  a  tremendous  increase  in  industry  sales,  both 

8  Confectioners  Review,  August,  1927,  p.  73. 

9  Bullock,  op.  cit.,  p.  16. 
10  Ibid.,  p.  18. 
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in  terms  of  value  and  in  pounds  of  candy  manufactured;  and  (3)  a 
distinct  change  in  the  types  of  candy  manufactured. 

Sugar  rations  for  candy  manufacturers  were  first  set  at  70%  of  the 
1941  base  use  period;  this  quota  was  increased  to  80%  in  July,  1942. 
The  highest  level  of  ration  was  reached  from  August,  1943,  to  Decem- 
ber, 1944,  when  the  sugar  ration  was  80%  of  the  1941  base,  plus  a 
10%  bonus.  The  lowest  ration  level  was  50%  for  the  last  six  months 
of  1945.  In  1947  the  ration  was  75%. 

Industry  dollar  sales  rose  from  $308,000,000  in  1939  to  peaks  of 
$658,000,000  in  1944  and  $620,000,000  in  1945.  The  gain  resulted 
from  both  a  higher  output  of  candy  and  an  increase  in  the  price  per 
pound.  In  1939  the  wholesale  price  of  candy  averaged  15  cents  a 
pound;  in  1946  it  averaged  26.9  cents  a  pound.  This  price  increase 
received  by  the  manufacturer  was  primarily  achieved  by  the  producer 
diverting  material  from  inexpensive  lines  to  higher-priced  boxed  can- 
dies. From  1939  to  1944,  production  of  plain  and  fancy  packaged 
goods  (primarily  boxed  chocolates)  rose  30%  and  310%,  respectively. 

EXPANSION 

Sugar  shortages  during  World  War  II  had  handicapped  the  expan- 
sion of  established  confectionery  companies,  as  well  as  the  development 
of  new  enterprises.  In  1947,  however,  numerous  companies  were  plan- 
ning or  were  already  in  the  process  of  plant  expansion;  for  example, 
the  Kraft  Cheese  Company,  which  had  entered  the  caramel  business 
before  the  war,  planned  erection  of  a  $750,000  candy  plant  in  Kendall- 
ville,  Indiana.  In  addition  to  this  new  plant  expansion,  the  manufac- 
turing capacity  of  the  industry  had  already  been  greatly  increased  by 
improved  war-developed  manufacturing  processes. 
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The  Operations  of  the  R.  S.  Stanwood  Company  in  1947  were  ex- 
tremely disappointing,  according  to  Mr.  Frank  Rogers,  president.  In  that 
year  the  company  lost  $130,000  on  gross  sales  of  $1,615,000. 

In  discussing  the  reasons  for  the  results  in  1947,  Mr.  Rogers  said: 
'The  R.  S.  Stanwood  Company  is  in  a  highly  speculative  industry.  Our 
product  is  essentially  style  merchandise,  and  profits  depend  on  picking 
winners."  By  "winners"  he  meant  styles  that  were  received  enthusias- 
tically by  the  consumers. 

The  R.  S.  Stanwood  Company  manufactured  and  sold  men's  fur- 
nishings to  retailers.  The  company's  main  product — representing  ap- 
proximately 60%  of  its  net  sales — was  men's  neckties.  It  also  manu- 
factured elastic  web  suspenders,  garters,  and  armbands.  In  addition,  the 
company  purchased  from  other  manufacturers  and  resold  to  retailers 
such  items  as  belts,  mufflers,  billfolds,  and  other  specialty  lines.  All  its 
products  were  marketed  under  the  brand  name  "Stanwear."  Although 
in  earlier  years  the  Stanwear  name  had  had  considerable  consumer  ac- 
ceptance, Mr.  Rogers  stated  that  the  importance  of  the  brand  name  was 
negligible  in  1947.  He  said  that  the  company's  sales  depended  on  the 
production  of  proper  styles  and  on  maintaining  a  sales  force  of  men  who 
had  a  following  among  retail  store  buyers. 

In  spite  of  the  alleged  risks  involved  in  its  business,  the  company  had 
succeeded  in  maintaining  a  gross  profit  on  sales  ranging  from  22.2% 
to  27.1%  for  the  years  1937-46,  inclusive.  Gross  sales  during  this 
period  ranged  from  a  low  of  $811,000  in  1939  to  a  high  of  $2,392,- 
000  in  1946.  Although  it  managed  to  show  a  gross  profit  on  sales  of 
around  25%,  the  company  nevertheless  incurred  losses  from  1937 
through  1940.  Operations  were  profitable  from  1941  to  1946,  in- 
clusive. Operating  statements  from  1937  through  1947  are  shown 
in  Exhibit  1. 

In  early  1948  the  company  had  a  serious  working  capital  shortage 
because  of  the  poor  year  in  1947.  In  addition,  the  company  had  virtually 
exhausted  its  bank  credit  with  an  outstanding  loan  of  $128,000  as  of 
March,  1948.  The  bank  had  requested  Mr.  Rogers  to  clear  up  the  bal- 
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ance  of  this  loan  at  least  once  a  year.  He  had  been  unable  to  do  this, 
however,  because,  as  he  stated,  the  company  required  permanent  work- 
ing capital  of  the  entire  amount  of  the  loan.  Balance  sheets  from  1937 
to  1947  are  shown  in  Exhibit  2. 

COMPANY  HISTORY 

The  company,  located  in  Chicago,  Illinois,  was  founded  in  1889  by 
Mr.  R.  S.  Stanwood  (Mr.  Rogers'  uncle)  and  a  partner,  Mr.  Bronson. 
Starting  with  $3,000  capital,  Stanwood  and  Bronson  manufactured 
and  sold  suspenders.  In  1909  the  company  added  belts  to  its  line;  these 
two  items  remained  the  company's  main  products  until  the  middle 
1920's. 

In  1923  Mr.  Stanwood,  who  had  experimented  continually  with 
novelty  men's  furnishings,  developed  a  novelty  tie  which  met  with  im- 
mediate success.  Mr.  Stanwood  patented  and  exploited  his  tie  by  ad- 
vertising it  in  national  magazines.  The  total  cost  of  this  promotional 
campaign  from  1925  to  1929  was  about  $1  million.  The  Stanwood 
novelty  tie  campaign  reached  its  height  in  1928,  when  sales  totaled 
$2/4  millions  with  a  net  profit  of  approximately  $250,000.  Mr.  Rogers 
estimated  that  the  novelty  tie  had  netted  the  company  approximately 
$1  million  from  1923  to  1929,  inclusive. 

In  1929,  sales  of  the  novelty  tie  began  to  decline.  The  company,  how- 
ever, continued  to  promote  it  until  1931.  Advertisements  in  The  Satur- 
day Evening  Post  alone  cost  the  company  approximately  $150,000 
in  1930.  This  expensive  advertising,  coupled  with  declining  sales,  re- 
sulted in  losses  of  $112,000  and  $170,000  in  1930  and  1931,  re- 
spectively. 

In  1931  Mr.  Stanwood  died.  Active  leadership  of  the  company  passed 
to  his  three  subordinate  executives,  since  Mr.  Bronson  had  previously 
become  inactive  in  the  company's  affairs.  These  executives  aimed  for 
a  repetition  of  Mr.  Stanwood's  successful  tie  promotion.  Between  1932 
and  1934  they  developed  several  novelties  in  neckties,  but  without  any 
success.  The  company  incurred  deficits  totaling  $135,000  between 
1932  and  1934,  inclusive,  and  sales  volume  fell  to  about  $500,000  in 
1934. 

Mr.  Rogers  had  been  named  trustee  of  his  uncle's  interest  in  the 
business,  the  sole  beneficiary  of  which  was  Mr.  Stanwood's  daughter. 
In  early  1935  he  took  over  control  of  the  company  in  an  effort  to 
preserve  the  equity  of  the  trust,  and  the  executives  who  had  been  man- 
aging the  business  since  Mr.  Stanwood's  death  resigned. 
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Exhibit  1 

R.  S.  Stanwood  Company 

Comparative  Operating  Statement  in  Dollars  and  as  a  Percentage  of  Sales,  1937- 

47,  Inclusive* 
(Dollar  Amounts  in  Thousands) 


1937  1938  1939  1940  1941 


Gross  sales  

$980 

100.00% 

$837  100.00% 

$811  100.00% 

$833  100.00% 

$996  100. 00^! 

Less:  Returns  and  allowances  52 

5.31 

35  4.18 

36 

4.44 

45 

5.40 

41  4.12 

Net  sales  

$928 

94.69% 

$775 

95.56% 

$788 

94.60% 

Less:  Cost  of  sales  

.  674 

68.77 

590  70.49 

574 

70.78 

589 

70.71 

734   73.69  » 

Gross  profit  

.$254 

25.92% 

CpZ.±Z  iJ.JJ/O 

$201 

24.78% 

$199 

23.89% 

Selling  expense  

205 

20.92 

159  19.00 

138 

17.02 

160 

19.21 

166    16.67  I 

Administrative  expense 

47 

4.79 

47  5.61 

48 

5.91 

47 

5.64 

46  4.62 

Discount  allowed  

Other  expenses  less  other 

income!  

.  23 

2.35 

22  2.63 

24 

2.96 

32 

3.84 

24  2.41 

Normal  operating  profit  

$  21d 

2-14% 

$  16d  1.91% 

$  9d 

1.11% 

$  28d 

3.36% 

$  15  1.519: 

Employees'  bonus  

Federal  income  taxes  

Inventory  adjustment  

.+21  +2.14 

+  17  +2.03 

+6  +0.74 

-13 

-1.56 

+8  +0.80  1 

Charges  applicable  to  prior 

years  

Net  profit  after  taxes  

$    1  0.12% 

$  3d 

0.37% 

$~^8d 

4.56% 

$  23  2.319 

Dividends  

Net  profit  carried  to  surplus. 

$    ld  0.12% 

$~ld 

0-37% 

$~^8d 

$  23  2.319 

d  Loss  or  deficit. 

*  Statements  for  1937  to  1941,  inclusive,  do  not  necessarily  total;  but  the  individual  items  shown  are  correct, 
t  Unaudited  figures. 

\  Other  expenses  less  other  income  for  the  years  1937-41,  inclusive,  include  discount  allowed;  for  the  years  1937—47,  inclusive 
it  includes  discount  taken. 

§  Dividend  declared  but  not  paid  because  of  a  shortage  of  cash.  Balance  sheet  adjustment  recording  this  fact  was  not  made  a 
of  January,  1948. 

Sources:  1937-41,  company's  ledger;  1942-47,  statements  as  prepared  by  the  company's  certified  public  accountant;  and  percent 
age  figures  computed  by  the  Bureau  of  Business  Research,  Graduate  School  of  Business  Administration,  Harvard  University. 


OPERATION  OF  THE  COMPANY  FROM  1935 

Upon  assuming  control  of  the  company,  Mr.  Rogers  began  to  econo- 
mize. He  immediately  curtailed  the  company's  advertising  expenditures. 
In  the  first  year  of  operation  under  Mr.  Rogers,  the  company  managed 
to  show  a  net  profit  of  about  $3,000  on  sales  of  $686,000.  In  contrast, 
the  company  had  lost  $42,000  in  1935  on  sales  of  $575,000.  Starting 
in  1937,  the  company  again  showed  losses  until  1941,  even  though 
sales  volume  during  those  years  was  higher  than  in  1935.  Mr.  Rogers 
stated  that  the  losses  were  a  result  of  the  company's  high  overhead.  He 
believed  that  the  only  way  the  company  could  have  made  money  during 
the  latter  part  of  the  1930's  was  to  have  developed  profitable  products; 
that  is,  products  on  which  the  company  could  have  commanded  a 


R.  S.  STANWOOD  COMPANY 


569 


Exhibit  1  {Continued) 


1942  1943  1944  1945  1946  1947 f 


$984  100.00% 

$1,204  100.00% 

$1,295  100.00% 

$1,641  100.00% 

$2,392  100.00% 

$1,615  100.00% 

47 

H.  /o 

60 

4  fS^ 

4Q 
^y 

?  QQ 
t-.yy 

1  44 

O? 

7  J 

R7 

$937 

95.22% 

$1,152 

95.68% 

$1,235 

95-37% 

$1,592 

97.01% 

$2,248 

93.98% 

$1,520 

94.13%. 

698 

70  CR 

877 

Oil 

72  84 

921 

71.12 

1  147 

69.89 

1  680 

70  1  % 

1  ,Z.OZ. 

/o.l) 

$239 

2729% 

$  275 

22.84% 

$  314 

24^25% 

$  445 

2732% 

$  568 

2V75% 

$  258 

1^98% 

155 

15-75 

160 

13-29 

184 

14.21 

253 

15.42 

370 

15.47  1 

303 

18.79 

42 

4.27 

47 

3.90 

55 

4.25 

60 

3.66 

78 

3.26  J 

27 

2.74 

35 

2.91 

45 

3.48 

61 

3.72 

98 

4.10 

77 

4.75 

-8 

0.81 

-10 

0.83 

-8 

0.62 

-8 

0.49 

-10 

0.42 

8 

0.47 

$  23 

2-34% 

$  43 

3.57% 

$  38 

2.93% 

$  79 

4.81% 

$  32 

1-34% 

$  130d 

8.03% 

39 

2.38 

15 

1.25 

13 

1.00 

14 

0.85 

8 

0.33 

21 

2.14 

2 

0.20% 

$  28 

2.32% 

$  25 

T93% 

$  26 

T58% 

$  24 

Toi% 

$  130* 

^03% 

23 

1.78 

23 

1.40 

25§ 

1.05 

$  2 

0.20%0 

$  28 

2.32% 

$  2 

0-15% 

$  3 

0.18% 

$  ld 

0.04%) 

$  130d 

8.03% 

premium  price  because  of  exclusive  style  or  design.  Mr.  Rogers  said 
that  he  did  not  believe  costs  could  have  been  reduced  further. 

During  the  war  years  the  company  was  able  to  operate  at  a  profit.  The 
increased  volume  of  sales  from  1942  to  1946  resulted  in  a  decreased 
percentage  of  selling  and  administrative  expenses  to  sales.  The  company 
did  not,  however,  develop  a  novelty  or  exclusive  item  during  this  period. 

EXECUTIVE  ORGANIZATION 

Exhibit  3  is  an  organization  chart  of  the  R.  S.  Stanwood  Company. 

The  executive  organization  of  the  company  consisted  of  four  men: 
Mr.  Rogers,  president;  Richard  Hartwell,  orifice  manager;  Martin  Jaspen, 
factory  superintendent;  and  George  Allen,  sales  manager. 

Mr.  Rogers  was  forty-six  years  old.  Upon  completing  his  education, 
Mr.  Rogers  was  employed  as  a  salesman  for  a  printing  firm.  In  1926, 
after  one  year  at  this  job,  he  joined  the  Stanwood  Company,  where  he 
was  in  charge  of  purchasing  all  supplies,  such  as  printing,  boxes,  and 
other  shipping  materials.  He  later  became  assistant  factory  superintend- 
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Exhibit  2 


R.  S.  Stanwood  Company 

Comparative  Balance  Sheet,  1937-47 ,  Inclusive 


mi 

1938 

1939 

1940 

1941 

1942 

Assets 

Cash  

$  28,167 

$  13,038 

$  25,784 

$  4,352 

$  2,255 

$  13,610 

Accounts  and  Notes  Receivable  

187,494 

190,325 

176,792 

180,900 

204,192 

117,080 

Merchandise  Inventory  and  Supplies 

..  167,425 

158,450 

148,902 

117,586 

235,212 

250,887 

Total  Current  Assets  

$383,086 

$361,813 

$351,478 

$302,838 

$441,659 

$381,577 

Securities  

58 

58 

58 

58 

58 

58 

Machinery,  Furniture,  and  Fixtures 

3,678 

2,439 

1,128 

1,371 

1,669 

2,270 

Other  Assets  

LL,1/1 

15,95^ 

29,480 

33,892 

26,122 

6,290 

Total  Assets  

.  .$398,094 

$380,262 

$382,144 

$338,159 

$469,508 

$390,195 

Liabilities 

Accounts  Payable  

$  28,085 

$  26,024 

$  15,730 

$  33,148 

$128,076 

$  50,800 

Notes  and  Acceptances  Payable  

.  .  50,025 

40,250 

57,500 

40,250 

51,750 

57,500 

Accruals  

.  .  18,187 

10,812 

12,972 

8,647 

10,843 

5,627 

Total  Current  Liabilities  

$  96,297 

$  77,086 

$  86,202 

$  82,045 

$190,669 

$113,927 

Received  for  Federal  Income  Taxes  

Common  Stock  (4,500  Shares  No  Par).  . 

. .  201,365 

201,365 

201,365 

201,365 

201,365 

201,365 

Earned  Surplus  

.  .  100,432 

101,811 

94,577 

54,749 

77,474 

74,903 

Total  Liabilities  and  Net  Worth 

.  .$398,094 

$380,262 

$382,144 

$338,159 

$469,508 

$390,195 

*  Unaudited  figures. 

t  Notes  and  acceptances  payable  consisted  of  a  bank  loan  of  $156,000  and  a  loan  to  the  company  of  $73,425  by  Mr.  Rogers  | 
and  his  three  executives. 

Source:  Company  records. 


ent  and,  in  1929,  was  appointed  factory  superintendent.  Upon  his 
uncle's  death  in  1931,  Mr.  Rogers  was  named  trustee  of  the  stock  inter- 
ests in  the  company  held  by  Mr.  R.  S.  Stanwood's  estate.  Under  the 
terms  of  the  will,  Mr.  Rogers  was  to  act  as  trustee  for  his  cousin,  Mr. 
Stanwood's  daughter.  Upon  the  death  of  Mr.  Stanwood's  daughter,  the 
trust  was  to  be  dissolved  and  the  residue  divided  equally  between  Mr. 
Rogers  and  his  sister.  The  trust  consisted  of  57%  of  the  company's 
stock. 

Mr.  Rogers  believed  that  as  president  of  the  company  he  had  no  spe- 
cific functions;  rather,  Mr.  Rogers  stated  smilingly,  his  job  consisted  of 
"worrying"  about  the  operations  of  the  business.  He  said:  "All  I'm 
interested  in  is  results."  He  therefore  left  all  operating  matters  in  the 
hands  of  his  executives,  whom  he  called  his  "partners."  The  only  daily 
routine  Mr.  Rogers  adhered  to  was  checking  the  cash  balance,  incoming 
orders,  and  the  status  of  accounts  receivable. 

Mr.  Richard  Hartwell,  forty-six  years  of  age,  joined  the  company  in 
1929  and  had  been  office  manager  since  1944.  Prior  to  that  time  he 
had  been  in  charge  of  sales  correspondence  and  returned  merchandise 
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1943 

1944 

1945 

1946 

1947* 

Assets 

Cash  

 $101,684 

$112,349 

$  81,173 

$  26,611 

$  18,057 

Accounts  and  Notes  Receivable  

  158,350 

142,764 

201,717 

189,381 

149,724 

Merchandise  Inventory  and  Supplies  

  145,285 

128,768 

185,873 

452,286 

332,513 

Total  Current  Assets  

 $405,319 

$282,881 

$468,763 

$668,278 

$500,294 

Securities  

Machinery,  Furniture,  and  Fixtures  

  2,291 

2,626 

4,664 

7,103 

11,683 

Other  Assets  

  4,215 

6,999 

5,793 

11,489 

10,868 

Total  Assets  

 $411,825 

$393,506 

$479,220 

$686,870 

$522,845 

Liabilities 

Accounts  Payable  

 $  76,465 

$  58,892 

$104,437 

$153,667 

$  93,810 

Notes  and  Acceptances  Payable  

138,000 

229,425t 

Accruals  

  16,890 

16,337 

52,985 

88,813 

32,228 

Total  Current  Liabilities  

.......$  93,355 

$  75,229 

$157,422 

$380,480 

$355,463 

Received  for  Federal  Income  Taxes  

  15,082 

12,737 

13,423 

Common  Stock  (4,500  Shares  No  Par)  

  201,365 

201,365 

201,365 

201,365 

201,365 

Earned  Surplus  

  102,023 

104,175 

107,010 

105,025 

33,983 

Total  Liabilities  and  Net  Worth  

 $411,825 

$393,506 

$479,220 

$686,870 

$522,845 

and  later  was  the  company's  credit  manager.  In  1948  he  supervised  the 
office  staff  consisting  of  one  accountant  and  eleven  clerks.  He  was 
responsible  for  sales  correspondence,  credit,  and  the  numerous  ad- 
ministrative details  of  the  sales  department,  such  as  checking  salesmen's 
call  sheets  and  orders. 

Martin  Jaspen,  factory  superintendent,  was  forty  years  old.  He  started 
to  work  for  the  Stanwood  company  in  1926  in  the  production  phases 
of  the  business.  While  working  for  the  company,  Mr.  Jaspen  studied 
accounting  at  an  evening  school  and  in  the  early  1930's  passed  the 
CP. A.  examination.  He  left  the  company's  service  in  1935  to  start  an 
accounting  firm  but  returned  in  1944  to  be  the  factory  superintendent. 
He  said  that  his  primary  reason  for  discontinuing  a  fairly  lucrative  ac- 
counting practice  was  his  desire  to  return  to  "creative  work."  As  factory 
superintendent,  Mr.  Jaspen  was  responsible  for  designing  neckwear, 
and  he  considered  this  an  outlet  for  his  artistic  abilities.  In  the  fall  of 
1947  he  designed  a  novelty  necktie  which  the  company  was  promoting 
for  the  Easter  season  of  1948.  Mr.  Rogers  stated  that  the  initial  ac- 
ceptance of  this  tie  by  retailers  was  good,  though  hardly  to  be  compared 
with  that  of  the  Stanwood  novelty  tie  in  the  1920's. 

Mr.  George  Allen,  age  forty-two,  had  been  with  the  company  for 
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approximately  twelve  years  and  had  been  sales  manager  since  1944. 
Prior  to  that  time  Mr.  Allen  had  been  one  of  the  company's  top  sales- 
men; and,  according  to  Mr.  Rogers,  "he  had  practically  grown  up  in 
the  men's  neckwear  business."  (Mr.  Allen's  father  had  also  been  in  the 
neckwear  business.)  As  sales  manager,  Mr.  Allen  was  responsible  for 
the  selection  of  patterns  for  neckwear  and  did  all  the  rayon  buying  with 

Exhibit  3 

R.  S.  Stanwood  Company 

Organization  Chart 

BOARD  OF  DIRECTORS 

MR.  FRANK  ROGERS 
MISS  STANWOOD 
MISS  BRONSON 
MR.  FRANK  CLAIRMONT 
MR.  RICHARD  HARTWELL 


zn 

PRESIDENT 

MR.  FRANK  ROGERS 


ZD  

DFFICE  MANAGER 

MR.  RICHARD  HARTWELL 


the  advice  and  assistance  of  Mr.  Jaspen.  In  addition,  Mr.  Allen  continued 
to  sell  to  his  retail  accounts. 

PRODUCTS 

As  was  stated  earlier,  the  company  manufactured  and  sold  medium- 
price  and  low-price  neckties,  suspenders,  garters,  and  armbands.  In  ad- 
dition, the  company  sold  to  retailers  certain  items  which  it  purchased 
from  other  manufacturers,  such  as  belts,  mufflers,  billfolds,  and  other 
specialties  which  were  added  to  the  line  from  time  to  time. 

The  company's  necktie  line  consisted  of  rayon  four-in-hand  ties,  bow 
ties,  and  bat  ties.  Bow  ties  were  ready-tied  and  came  with  either  a  special 
clip  attachment,  which  eliminated  the  neckband  part  of  the  tie,  or  with 
the  conventional  neckband  ribbon  that  fastened  at  the  back  of  the  neck. 


SALES  MANAGER 

MR.  GEORGE  ALLEN 


FACTORY  SUPERINTENDENT 

MR.  MARTIN  JASPEN 
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Bat  ties  were  self-tied  bows.  The  necktie  lines  were  restricted  to  rayon 
prints,  rayon  woven  goods,  and  certain  woolen  ties.  The  company  did 
not  carry  knitted  ties.  Rayon  prints  had  the  color  and  pattern  implanted 
in  the  cloth  by  a  printing  process.  In  woven  goods  the  pattern  was 
woven  into  the  cloth  on  jacquard  looms. 

Exhibit  4 

R.  S.  Stanwood  Company 


Retail  and  Wholesale  Price  List  for  Stanwear  Line 


Unit  Retail  Price 

Wholesale  Price  per  Dozen 

$1.00 

$  7.25 

1.50 

10.50  (open-market  goods  only*) 

1.50 

11.00  (exclusive  goods  onlyf) 

2.00 

At.  J\J 

2.50 

17.50 

5.00 

36.00  (hand  painted) 

1.00 

7.25 

1.50 

10.50 

Bat  ties  

1.00 

7.25 

1.50 

10.50 

1.00 

7.25 

1.50 

10.50 

2.50 

14.50 

Belts  

1.00 

7.25 

1.50 

10.50 

0.50 

4.00 

0.75 

5.50 

1.00 

7.00 

0.15 

1.00 

0.25 

1.75 

1.00 

7.25 

1.50 

10.50 

3.00 

20.00 

*  Open-market  goods  were  rayons  sold  by  the  mills  to  any  necktie  manufacturer. 

f  Exclusive  goods  were  rayons  produced  for,  and  sold  to,  only  one  necktie  manufacturer  by  the  particular 
rayon  mill. 


The  suspenders,  garters,  and  armbands  were  made  of  elastic  webbing. 
The  company  also  carried  plastic  and  leather  suspenders,  which  it 
purchased  from  other  manufacturers.  Exhibit  4  is  a  schedule  listing  the 
Stanwood  company's  products  and  the  retail  and  wholesale  prices  for 
each  item.  Exhibit  5  presents  various  operating  statistics  on  the  com- 
pany's products  for  1942  and  1946, 
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Exhibit  5 

R.  S.  Stanwood  Company 

Operating  Statistics  by  Products,  1942  and  1946 


Neckwear 


Suspenders 


Belts 


Garters 
and 
Armbands 


Mufflers 


Jackets 


Other 
Specialties 


1942 

Net  sales  

Gross  profit  on  sales  

Percentage  gross  profit  to  net 

sales  

1946 

Net  sales  

Gross  profit  on  sales  

Percentage  gross  profit  to  net 
sales  

Source:  Company  records. 


538,566 
127,099 

23.6% 


$1,253,133 
$  274,301 

21.9% 


$145,435 
$  48,303 

33.2% 


$216,485 
$  57,476 

26.5% 


$110,908 
$  18,382 

16.6% 


$423,184 
$  86,190 

20.4% 


$19,403 
$  7,092 

36.6% 


$38,818 
$  8,651 

22.3% 


$107,660 
$  16,317 

15.2% 


$72,820 
$16,982 

23.3% 


$32,607 
$  9,160 

28.1% 


$50,238 
$21,705 

43.2% 


$78,898 
$17,874 

22.7% 


OPERATIONS  IN  1947 

As  stated  previously,  the  R.  S.  Stanwood  Company  lost  $130,000 
in  1947.  One  of  the  reasons  for  this  loss  was  the  general  consumer 
resistance  to  higher-priced  neckties  ($2.00  and  up).  In  the  war  years 
higher-priced  neckties  were  in  demand,  and  even  during  the  1946 
Christmas  season  these  ties  sold  very  satisfactorily,  according  to  Mr. 
Rogers.  The  company  therefore  entered  1947  with  an  optimistic  out- 
look. Because  of  past  shortages  in  rayon  cloth,  facings,  and  wool  linings, 
the  company  had  accumulated  a  considerable  inventory  to  insure  its 
supply  of  these  materials.  In  addition,  because  of  rising  price  trends  Mr. 
Rogers  hoped  that  the  company's  advance  purchasing  policy  would 
result  in  inventory  gains.  As  of  December,  1946,  both  raw-material 
and  finished-goods  inventories  for  neckties  were  approximately  three 
times  that  of  December,  1945.  (Inventories  were  listed  on  the  basis 
of  the  lower  of  cost  or  market.)  Gross  sales  of  neckties  in  1946,  how- 
ever, were  roughly  only  55  %  greater  than  those  of  1945.  The  increased 
inventories  in  1946  were  financed  mainly  by  cash,  accounts  payable,  and 
a  bank  loan. 

First  indications  of  the  consumer  resistance  to  high-price  lines  came 
in  the  Easter  season  of  1947,  when  the  volume  in  most  apparel  indus- 
tries failed  to  meet  expectations.  In  order  to  dispose  of  its  inventory, 
the  company  was  forced  to  revise  its  price  lines  downward  on  neckties. 
For  the  1947  Easter  season,  the  company  had  anticipated  sales  volume 
by  price  lines  as  follows; 
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$1.00  line  20%  of  sales  volume 

1.50  20 

2.00  30 

2.50  30 

The  following  is  the  percentage  breakdown  of  actual  sales  by  the  various 
price  lines: 

$1.00  line  30%  of  sales  volume 

1.50  50 

2.00  20 


The  $2.50  line,  scheduled  to  sell  for  $17.00  to  $18.00  a  dozen,  ac- 
tually sold  for  $14.50  a  dozen.  The  $2.00  tie,  normally  selling  for 
$13.50  to  $14.50  a  dozen,  sold  for  $11.00,  which  was  the  normal  price 
bracket  for  $1.50  ties.  Usually,  the  markdowns  did  not  apply  to  more 
than  5%  of  the  inventories;  in  1947,  however,  the  company's  produc- 
tion manager  estimated  that  almost  90%  of  the  neckties  sold  had  been 
reduced  in  price  to  some  extent. 

To  aggravate  the  situation,  the  company  had  increased  its  inventory 
of  woven  rayons  in  June,  1947,  in  anticipation  of  the  usual  Christmas 
demand  for  woven  rayon  ties.  During  the  1946  Christmas  season, 
woven  ties  had  been  very  popular.  As  a  result  of  the  trend  toward  bold- 
patterned  rayon  printed  ties,  however,  the  anticipated  demand  did  not 
materialize  in  Christmas  of  1947;  and  the  company  was  forced  to  carry 
over  a  large  woven  rayon  inventory. 

COMPETITIVE  SITUATION 

Competition  in  the  men's  neckwear  industry,  as  in  other  needle 
trades,  was  extremely  severe,  according  to  Mr.  Rogers.  Competition 
came  from  at  least  three  sources.  First,  there  were  the  relatively  large 
producers  who  sold  their  products  under  a  brand  name.  Companies  in 
this  group  included  several  large  shirt  manufacturers,  such  as  Cluett, 
Peabody  &  Co.,  Inc.,  and  some  cloth  manufacturers,  such  as  Botany 
Worsted  Mills.  Neckties  were  sold  by  these  companies  as  a  sideline  to 
their  main  product  and  under  their  main  brand  name.  For  example, 
Cluett,  Peabody  &  Co.,  Inc.,  sold  "Arrow"  shirts  and  also  neckties  under 
the  Arrow  brand  name.  These  brand  names  were  featured  in  national 
advertising. 

The  second  competitive  group  included  the  smaller  companies  that 
manufactured  neckties  along  with  several  sidelines.  The  R.  S.  Stanwood 
Company,  according  to  Mr.  Rogers,  was  one  of  the  larger  producers  in 
this  category.  Although  most  of  these  companies  used  brand  names, 
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they  did  very  little  advertising,  and  consumer  acceptance  of  the  brand 
names  was  limited.  Manufacturers  in  this  group  usually  sold  directly 
to  retailers,  although  some  also  sold  to  wholesalers. 

The  third  competitive  factor  in  the  necktie  industry  was  the  whole- 
salers. These  companies  either  purchased  neckties  from  manufacturers 
or  contracted  to  have  neckties  produced  by  small  sewing  plants  using 
the  wholesalers'  materials.  These  wholesalers  usually  carried  other  prod- 
ucts, although  some  small  firms  specialized  in  neckties.  Wholesalers 
typically  did  no  advertising. 

According  to  Mr.  Rogers,  price  competition  in  the  necktie  industry 
was  negligible,  since  the  prices  charged  by  manufacturers  were  set  by 
custom;  that  is,  a  tie  retailing  for  $1.00  usually  sold  for  $7.25  a  dozen 
at  wholesale.  Mr.  Rogers  also  said  that  some  small  manufacturers  sold 

Exhibit  6 


Selected  Statistics  on  Men's  Neckwear  Industry,  1937  and  1939 


1937 

1939 

Number  of  establishments  

320 

381 

Wage  earners  (average  for  year)  

10,958 

9,603 

Cost  of  materials,  supplies,  etc  

$30,305,984 

$26,597,196 

Value  of  products  

$50,771,597 

$46,392,527 

Value  added  by  manufacture  

$20,465,610 

$19,795,331 

Source:  Census  of  Manufactures,  1939. 


at  reduced  prices,  but  they  were  usually  the  weak,  low-volume  pro- 
ducers. 

Exhibit  6  shows  selected  statistics  on  the  men's  neckwear  industry 
for  1937  and  1939. 

MARKETS 

The  company's  market  consisted  of  small  men's  furnishings  stores, 
several  department  stores  and  exclusive  men's  shops,  and  two  large 
retail  chains.  Most  of  the  company  sales  were  made  direct  to  the  small 
retailers  in  towns  with  populations  of  100,000  or  less.  According  to 
Mr.  Rogers,  the  small  community  haberdashery  was  the  sustaining 
factor  in  the  company's  business.  The  most  important  territories  were 
the  East  Coast,  West  Coast,  and  Chicago;  however,  Stanwear  products 
were  sold  to  retailers  in  all  48  states. 

In  1947,  approximately  20%  of  the  company's  sales  were  to  chain 
stores.  This  business  was  very  profitable  because  of  the  large  orders 
which  the  chains  submitted.  Consequently,  the  company  was  endeavor- 
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ing  to  increase  its  chain  volume.  If  the  company  could  sell  $1,000,000 
a  year  to  chains,  Mr.  Rogers  stated,  it  could  operate  profitably  with  that 
business  alone,  since  expenses  would  be  reduced  substantially.  The  com- 
pany would  not  need  a  large  sales  force,  and  it  could  cut  down  on  the 
amount  of  clerical  help  required  to  handle  its  present  volume,  which 
was  derived  from  approximately  6,000  accounts. 

SALES 

The  company  employed  thirty  salesmen  who  called  on  retail  accounts 
in  thirty-five  states;  retail  outlets  in  the  other  thirteen  states  were 
serviced  through  mail  orders.  Twenty  of  the  salesmen  handled  Stanwear 
goods  exclusively,  while  the  other  ten  salesmen  carried  other  noncom- 
peting  lines. 

The  company  maintained  two  branch  sales  offices:  one  in  New  York 
operated  solely  for  the  Stanwood  company  and  another  in  Los  Angeles 
shared  with  several  other  manufacturers.  These  offices  were  primarily 
for  shipping  purposes;  carload  lots  of  goods  were  sent  to  the  branch 
offices  where  individual  orders  were  made  up  and  shipped  by  parcel 
post  or  express.  All  billing  and  collection  work  was  handled  by  the 
home  office  in  Chicago. 

Supervision  of  the  salesmen  by  the  home  office  was  limited.  Mr. 
Rogers  considered  his  salesmen  as  men  operating  their  own  businesses. 
They  received  a  commission  of  10%  on  net  sales  and  were  required  to 
pay  their  own  expenses.  Salesmen  were  allowed  a  weekly  drawing 
account  varying  from  $60  to  $100. 

Mr.  Hartwell  supervised  most  of  the  selling  operations.  He  was 
responsible  for  credit  grants  to  retailers  and  customer  collections;  he 
carefully  watched  salesmen's  drawing  accounts  to  prevent  overdrafts. 
In  addition,  he  was  in  charge  of  all  sales  correspondence  and  checked 
the  salesmen's  daily  call  sheets  and  orders.  If  a  salesman  was  falling 
down  in  performance,  Mr.  Hartwell  usually  called  this  to  his  attention 
in  a  letter. 

Mr.  Rogers  began  in  January,  1948,  to  write  at  least  one  letter  a 
week  to  most  of  the  salesmen.  He  explained  that  he  started  this  practice 
in  1948  because  the  wartime  sellers'  market  for  the  company's  products 
had  disappeared  about  the  middle  of  1947  and  he  wanted  the  salesmen 
to  increase  their  selling  effort.  In  these  letters  Mr.  Rogers  would  point 
out  the  slow  sellers,  requesting  salesmen  to  "push"  these  items.  He  also 
listed  the  "fast"  sellers  which  were  in  short  supply  and  requested  the 
salesmen  not  to  place  so  much  emphasis  on  these  items. 
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Mr.  Allen  was  in  charge  of  selecting  and  purchasing  neckwear  ma- 
terials. He  also  wrote  bulletins  addressed  to  the  salesmen  explaining 
selling  points  of  the  merchandise.  In  addition  to  these  activities,  he 
called  on  his  own  accounts  which  included  the  two  chain  customers.  He 
always  booked  more  business  than  any  of  the  salesmen. 

Exhibit  7 

R.  S.  Stanwood  Company 

Net  Shipments  by  Salesmen,  1946  and  1947 


1946 
Ranking 


1946 

Shipments 


1947 
Shipments 


1947 
Ranking 


Percentage 
Change,  1947 
over  1946 


Territory 


Group  I: 

1  (sales  manager) 

2  

3  

4  

5  

6  

Total  Group  I. 


Group  II: 

1  

2  

3  

4  

5  

6  

7  

8  

9  

10  

Total  Group  II 

All  other  salesmen . 


314,277 
149,597 
149,543 
129,669 
128,665 
121,790 


404,414 
81,425 
53,022 
79,330 

109,176 
92,865 


993,924 


819,231 


107,373 

104,118 
102,533 
90,567 
90,185 
72,836 
69,515 
67,592 
66,335 
59,433 


48,048 

79,236 
54,568 
15,396 
47,834 
26,301 
38,937 
41,398 
33,168 
35,437 


830,490 


$  420,321 


216,477 


224,842 


+29% 

-46 

-65 

-39 

-15 

-24 

-18 


-55 

-24 
-47 
-83 
-47 
-64 
-44 
-39 
-50 
-40 

-51 

+  4 


Chicago 

Michigan 

Connecticut 

Los  Angeles 

New  York  City 

Upper  New  York  State 


Maine,  New  Hampshire, 

and  Vermont 
Eastern  Pennsylvania  • 
Tennessee 
Ohio 

North  and  South  Carolina 

St.  Louis 

West  Coast 

Western  Pennsylvania 

West  Coast 

West  Coast 


Total  all 
salesmen 


$2,040,892 


$1,465,395 


29 


Mr.  Rogers  stated  that  sales  of  Stanwear  products  depended  almost 
wholly  on  the  personal  relationship  between  the  salesmen  and  their 
accounts.  "When  the  Stanwear  brand  was  nationally  advertised  in  con- 
nection with  our  novelty  tie  back  in  the  1920's,  we  did  not  need  real 
salesmen.  Our  product  was  in  such  great  demand  then  by  the  con- 
sumers and  retailers  that  all  we  needed  were  order  takers."  Mr.  Rogers 
continued:  "Today,  the  situation  is  different.  We  are  not  advertising  the 
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Stanwear  name  to  any  large  degree,  and  we  haven't  got  the  novelty 
product  which  is  easily  identified  with  our  company.  As  a  result,  we 
now  need  salesmen  who  have  a  following  among  retail  buyers  in  order 
to  maintain  our  sales  volume."  Mr.  Rogers  believed  that  a  salesman  who 
did  not  have  a  "following"  with  buyers  could  not  "get  to  first  base" 
selling  Stanwear  products,  even  though  the  company  had  an  attractive 
line  of  quality  goods.  Mr.  Rogers  thought  it  would  take  a  "green"  sales- 
man two  years  to  establish  himself  and  to  sell  enough  to  earn  a  satis- 
factory commission. 

Exhibit  7  is  a  list  of  the  company's  salesmen  with  the  total  net  ship- 
ments credited  to  their  accounts  for  1946  and  1947.  The  salesmen  in 
this  exhibit  are  divided  into  two  groups :  Group  I  includes  salesmen  with 
shipments  in  1946  of  $110,000  or  more;  Group  II  lists  the  salesmen 
with  1946  shipments  of  between  $50,000  and  $110,000. 

As  seen  from  Exhibit  7,  salesmen's  performances  varied  considerably 
between  1946  and  1947.  Mr.  Rogers  explained  these  differences  by 
first  pointing  to  the  general  decline  in  his  company's  business.  He  stated 
that  he  could  not  determine  all  the  reasons  for  the  variation  in  individual 
performances  because  the  company  had  little  control  over  the  salesmen. 
Mr.  Rogers  said  that  since  all  salesmen  worked  on  commission,  they 
were  more  or  less  running  their  own  businesses  and  could  not  be  con- 
trolled effectively.  Mr.  Rogers  made  the  following  comments  on  some 
of  the  specific  salesmen's  1947  performances: 

Salesmen  in  Group  I 

1  (Mr.  Allen,  the  sales  manager)  "He  is  developing  chain-store  business, 
and  this  accounts  for  his  increase  in  sales.  In  1946  two-thirds  of  his  vol- 
ume was  chain-store  business,  and  in  1947  about  three-fourths  of  his  sales 
was  to  chains." 

2  "He  worked  hard  but  was  faced  with  a  decline  in  business  in  his  terri- 
tory." 

3  "This  salesman  is  seventy-two  years  old,  and  he  was  in  partial  retirement 
in  1947.  He  decided  to  retire  completely  in  January,  1948;  however,  he 
may  decide  to  return  to  work." 

4  "He  operates  on  the  West  Coast  and  carries  a  sideline  of  shirts.  He  prob- 
ably can  make  more  money  selling  shirts  than  ties  and,  hence,  is  concen- 
trating on  shirt  sales." 

5  "His  sales  dropped  only  15%.  He  sold  accordions  and  other  musical  in- 
struments on  the  side.  I  wrote  him  early  in  1947  and  told  him  that  if  he 
did  not  pick  up,  we  would  take  the  territory  from  him." 

6  "General  business  decline." 
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Salesmen  in  Group  II 

1  "His  territory  is  becoming  more  competitive  with  the  return  of  salesmen 
from  other  houses.  He  is  sixty  years  old  and  sells  custom-made  suits  and 
trousers  on  the  side." 

2  "General  business  conditions." 

3  "Possibly  general  business  conditions.  Not  sure." 

4  "He  left  the  company  early  in  1947.  He  might  be  selling  for  another 
house,  but  I  am  not  certain  why  he  left.  So  far,  we  haven't  assigned  a  man 
to  replace  him." 

5  "He  carries  a  sideline  of  sweaters  and  is  now  concentrating  on  that  line." 

6  "He  is  sixty  years  old  and  has  been  with  the  firm  for  forty  years.  He  is  not 
working  as  hard  as  he  formerly  did." 

7  "A  West  Coast  man  who  is  now  concentrating  on  his  shirt  sideline." 

8  No  comment. 

9  Same  as  comment  on  Salesman  No.  7. 
10    Same  as  comment  on  Salesman  No.  7. 

The  most  recent  addition  to  the  sales  force  was  made  in  1946.  This 
new  salesman  (not  included  in  Exhibit  7)  was  assigned  in  1948  to  the 
Connecticut  territory  to  replace  Salesman  No.  3  (Group  I)  who  had 
retired.  Prior  to  1948  this  new  salesman  had  sold  ties  at  the  home  office 
and  in  Ohio.  In  this  latter  territory  he  had  been  unable  to  earn  his 
drawing  account  of  $100  a  week.  After  three  months  in  Connecticut, 
however,  he  was  selling  at  an  annual  rate  of  $50,000  to  $60,000,  which 
was  better  than  the  1947  record  of  the  salesman  he  replaced.  Mr.  Rogers 
said  that  Salesman  No.  3  ( Group  1 )  might  decide  to  come  out  of  re- 
tirement, and,  if  he  did  so,  the  new  salesman  would  have  to  be  reas- 
signed. 

MERCHANDISING 

Merchandising  functions  in  the  R.  S.  Stanwood  Company  were  the 
joint  responsibility  of  Mr.  Allen  and  Mr.  Jaspen.  For  the  most  part, 
merchandising  problems  in  the  company  were  twofold:  (1)  designing 
neckties  and  ( 2 )  selecting  patterns  for  the  necktie  line.  The  style  factor 
for  the  other  products  was  not  significant.  The  selection  of  suspenders, 
belts,  and  other  specialties  was  generally  left  in  the  hands  of  a  clerk. 

Necktie  lines  were  established  for  three  main  seasons — Christmas, 
Easter,  and  Father's  Day.  Patterns  were  selected  beginning  in  July  for 
the  Christmas  season.  Samples  were  made  up  in  September,  and  sales- 
men began  calling  on  their  accounts  in  late  September.  The  height  of 
the  Christmas  season  was  ordinarily  reached  in  November.  After  No- 
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vember  the  company  supplied  fill-in  orders.  Merchandising  plans  for 
the  Easter  and  Father's  Day  seasons  were  made  together.  Different 
patterns  for  each  of  these  two  seasons  were  selected  in  November,  and 
salesmen  began  to  sell  Easter  goods  in  January  and  Father's  Day  goods 
in  March. 

Of  the  two  merchandising  functions,  designing  was  the  least  im- 
portant from  the  company's  standpoint.  Designing  consisted  of  varying 
the  size  of  the  ties,  so  that  large  or  small  knots  could  be  made,  and  also 
preparing  certain  novelties.  One  example  of  the  company's  novelties 
was  the  tie  referred  to  earlier  that  Mr.  Jaspen  prepared  for  the  Easter 
1948  season;  this  tie  used  two  different  types  of  rayon  cloth. 

Pattern  effects  in  ties  were  usually  created  by  artists  employed  by 
the  rayon  mills.  These  artists  created  new  patterns  and  colors  for  each 
season.  Mr.  Rogers  stated  that,  if  the  company  got  the  best  patterns  on 
an  exclusive  basis  and  if  they  were  received  favorably  by  the  consumer, 
it  could  consider  itself  successful  in  merchandising.  Usually  all  large 
tie  manufacturers  competed  among  themselves  for  the  new  patterns. 
It  required  keen  judgment  to  decide  which  of  the  several  new  patterns 
offered  by  the  rayon  mills  would  be  the  best  sellers. 

Mr.  Allen,  responsible  for  rayon  purchasing,  called  on  mills  and 
made  the  final  decisions  on  which  patterns  the  company  should  include 
in  its  necktie  line.  Mr.  Allen  and  Mr.  Jaspen  decided  between  them- 
I  selves  the  quantities  the  company  could  afford  to  buy  and  how  far  in 
advance  of  the  actual  season  the  company  could  place  orders  with  the 
I  rayon  mills. 

Because  of  the  tight  working  capital  situation  in  1948,  Mr.  Jaspen 
and  Mr.  Allen  decided  that  the  company  could  not  afford  to  purchase 
far  in  advance.  For  the  Easter -and  Father's  Day  seasons  of  1948,  Mr. 
1  Allen  purchased  only  one  month  ahead  of  actual  production  require  - 
'ments.  As  a  result,  the  company  could  only  get  open-market  patterns 
.which  were  left  over  after  its  competitors  had  selected  their  needs.  This 
had  no  adverse  effect  on  the  company  for  the  spring  season  of  1948 
i  because  the  novelty  designed  by  Mr.  Jaspen  could  utilize  odd  lots  of 
irayons.  Mr.  Rogers  believed  that  the  popularity  of  this  novelty  could  not 
ilast  beyond  one  season.  A  problem,  therefore,  was  posed  for  the  Christ- 
jmas  season  of  1948  because,  if  the  company  could  not  commit  itself  at 
ileast  four  months  in  advance  of  production,  the  best  patterns  would 
probably  go  to  competitors.  Another  possibility,  however,  was  for  Mr. 
Jaspen  to  design  another  novelty  tie  for  Christmas,  1948,  utilizing  odd- 
■lot  rayons. 
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In  discussing  merchandising,  Mr.  Rogers  said  that  he  could  not  tell 
whether  the  company  was  successful  in  its  merchandising  functions 
in  periods  of  declining  sales.  He  pointed  out  that  a  decline  in  sales  could 
be  the  result  of  either  general  business  conditions  or  selection  of  un- 
popular tie  patterns.  Information  concerning  general  business  conditions 
in  the  tie  industry  might  be  obtained  from  rayon  mill  managers,  buti 
they,  according  to  Mr.  Rogers,  were  reluctant  to  disclose  their  customers' 
activities.  Another  possible  source  of  information  was  the  industry  trade 
association.  The  company  was  not  a  member  of  this  group;  but  Mr. 
Rogers  did  not  believe  he  could  get  information  from  this  source,  even 
if  he  belonged  to  the  association. 

PRODUCTION 

Production  of  neckties  and  suspenders  required  simple  operations 
utilizing  a  large  proportion  of  labor.  There  were  three  main  manu 
facturing  operations:  cutting,  sewing,  and  finishing.  In  cutting,  the 
component  parts  of  the  finished  product  were  cut  from  the  material 
In  sewing,  these  parts  were  sewed  together  in  several  separate  steps  by 
sewing  operators.  Finishing  operations  in  neckties  consisted  of  pressing 
the  sewed  tie  with  a  hand  iron  and  inspecting  it  for  quality.  In  suspender 
production,  finishing  consisted  of  inspection  and  boxing. 

The  company  employed  approximately  one  hundred  and  fifty  persons 
in  its  shop,  most  of  whom  were  women.  During  the  height  of  the 
seasons  about  fifty  "home  workers"  were  employed  to  provide  additiona 
production.  Necktie  production  capacity  for  both  the  shop  and  home 
workers  was  about  100,000  dozen  a  year.  The  home  workers  were 
provided  with  sewing  machines  and  materials  in  their  homes,  and  they 
sewed  neckties  in  their  spare  time.  Usually,  the  home  workers  were 
former  employees  who  had  left  the  company  to  get  married.  All  pro 
duction  employees,  except  the  supervisor  and  cutters,  were  paid  on  a 
piece-rate  basis.  The  supervisor  was  a  salaried  employee,  and  the  cutters 
received  an  hourly  wage  and  a  bonus. 

The  company's  one  supervisor  reported  directly  to  Mr.  Jaspen.  She 
was  in  charge  of  the  sewing  and  finishing  operations.  Mr.  Jaspen  per 
sonally  supervised  the  cutters. 

Most  of  the  employees  had  been  with  the  company  for  several  years 
some  had  as  much  as  twenty-five  years  of  service.  Considering  the  fao 
that  most  of  the  shop  workers  were  women,  the  turnover  was  relative!) 
low,  according  to  Mr.  Rogers.  Employee  relations  were  cordial,  anc 
the  company  was  not  unionized. 

Machinery  used  in  the  production  of  neckties  and  suspenders  con: 
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sisted  of  portable  electric  cutters,  electric  sewing  machines,  and  hand 
steam  irons.  Some  of  the  necktie  operations,  such  as  sewing  the  linings 
and  closing  the  ties,  were  done  by  hand.  Most  of  the  company's  equip- 
ment was  completely  depreciated,  although  it  was  in  satisfactory  op- 
erating condition. 

CONTROL 

Mr.  Rogers  stated  that  very  little  could  be  done  to  increase  profits 
by  cutting  expenses.  Approximately  75  cents  of  each  sales  dollar  was 
for  materials,  labor,  and  salesmen's  commissions.  That  left  25  cents 
for  overhead  and  profit.  Because  of  the  company's  size,  Mr.  Rogers 
thought  that  its  overhead  was  probably  higher  than  that  of  its  com- 
I  petitors. 

The  company's  books  were  kept  by  the  one  full-time  accountant.  A 
I  public  accounting  firm  was  employed  in  1942  for  the  first  time  to  make 
an  annual  audit  and  to  prepare  year-end  statements.  During  the  year, 
monthly  statements  were  prepared  by  the  company's  accountant.  Mr. 
Rogers  said  he  looked  at  the  statements  but  that  they  were  of  no  value, 
since  they  were  not  based  on  a  physical  inventory  and  hence  could  not 
be  very  accurate.  The  method  used  in  preparing  the  monthly  profit  and 
loss  statement  was  to  charge  cost  of  goods  sold  at  the  rate  shown  on 
the  annual  statement  of  the  previous  year.  For  instance,  if  cost  of  goods 
sold  for  the  previous  year  was  70%-  of  sales,  then  this  percentage  was 
applied  to  monthly  sales  in  the  succeeding  year  to  determine  cost  of 
I  goods  sold.  Annual  statements,  however,  were  based  on  physical  in- 
ventories. 

In  1948  Mr.  Jaspen  was  in  the  process  of  establishing  a  standard 
cost  system.  With  standard  costs  Mr.  Jaspen  believed  accurate  monthly 

|  statements  could  be  prepared  and  also  variances  could  be  used  in  judging 
production  efficiency.  Mr.  Rogers  was  in  accord  with  Mr.  Jaspen's  aims, 

1  but  he  pointed  out  that  the  company  could  not  afford  a  cost  system  in- 
volving additional  expense,  even  though  it  would  provide  more  ac- 

I  curate  information.  He  said  that  he  could  judge  the  profitability  of 

1  operations  just  by  looking  at  incoming  orders  and  at  the  inventory  on 

!the  shelves. 

Exhibit  8  gives  detailed  manufacturing  costs  for  1945  and  1946  by 
I  products.  Exhibit  9  shows  detailed  selling  and  administrative  expenses 
for  1942  to  1946,  inclusive.  The  information  in  these  exhibits  was 
I  presented  in  the  annual  statements  prepared  by  the  company's  public 
!  accounting  firm. 

The  accounting  firm,  when  it  presented  the  annual  statements, 


Exhibit  8 

R.  S.  Stanwood  Company 

Manufacturing  Cost  by  Product,  1945  and  1946 


1945 


Neckwear 


Suspenders 


Belts 


Garters  and 
Armbands 


Material  cost. 


Direct  labor 


Factory  overhead: 

Superintendence,  factory  

Supervision  

Inspection  

Factory  clerks  

Packers  and  fillers  

Allowances,  holidays,  etc  

Unclassified  

Reclaiming  

Factory  supplies  

Light  and  power  

Factory  expenses,  miscellaneous  

Rent  

Repairs:  machinery  and  equipment. . .  . 

Repairs:  building  

General  insurance  

Traveling  expenses  

Depreciation  on  machinery  and  equip- 
ment   

Portion  of  general  and  factory  expense . 
Neckwear  royalty  


Total  factory  overhead 


Total  material,  labor,  and  burden . 

Add:  Inventory  beginning  of  year: 

Work  in  process  

Goods  in  process  


Less:  Inventory  end  of  year: 

Goods  in  process  

Finished  goods  


Cost  of  sales . 


$468,580 


$155,907 


3,111 

4,888 
2,164 

11,103 
4,550 
838 
989 
2,101 
3,321 
3,627 
5,003 
230 
3,555 
1,279 
3,444 

313 

6,285 
762 


$  57,563 


$682,050 


9,888 
46,934 


$738,872 


$  13,110 
35,356 


$  48,466 


$690,406 


94,536 


$152,897 


$26,416 


29,633 


1,264 


$12,864 


1,831 
1,961 

1,197 
2,598 
1,281 
451 
254 
131 
498 

949 
112 
800 
491 
587 


821 


1,291 


823 
3,646 
158 
33 

84 
82 

345 

75 
59 
1,518 


62 


682 
368 


397 


59 
47 


86 
257 


89 


13,962 


8,176 


2,177 


$138,131 


1,398 
4,690 


$162,337 


8,690 


$41,457 


309 
577 


$144,219 


$171,027 


$42,343 


613 
6,777 


$  39,500 


852 
1,019 


7,390 


39,500 


1,871 


$136,829 


$131,527 


$40,472 


*  Total  also  includes  mufflers,  billfolds,  and  jackets. 

Source:  Annual  statements  prepared  by  the  company's  certified  public  accountant. 
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Neckwear 


Suspenders 


1946 


Belts 


Garters  and 
Armbands 


rial  cost  

ct  labor  

ory  overhead: 

perintendence,  factory  

pervision  

spec  ti  on  

ctory  clerks  

ekers  and  fillers  

lowances,  holidays,  etc  

lclassified  

claiming  

ctory  supplies  

ght  and  power  

ctory  expenses,  miscellaneous  

Be  

pairs:  machinery  and  equipment.  . 

pairs:  building  

neral  insurance  

veling  expenses  

preciation  on  machinery  and 

equipment  

rtion  of  general  and  factory  expense 
ickwear  royalty  

1  factory  overhead  

1  material,  labor,  and  burden  

Inventory  beginning  of  year: 

)rk  in  process  

ods  in  process  

Inventory  end  of  year: 

ods  in  process  

shed  goods  

of  sales  


778,368 


215,481 


7,388 
5,609 
4,460 

10,725 
5,837 
593 
1,255 
1,709 
3,627 
1,639 
5,586 
1,036 
2,490 
1,236 
2,895 

590 
8,923 
2,256 


67,854 


$1,061,703 


13,110 
35,356 


$1,110,169 


17,480 
113,869 


131,349 


978,820 


$131,246 


$341,854 


$21,466 


$  27,836 


2,542 


7,786 


2,618 
1,987 

1,442 
3,290 
1,188 
1,472 
331 
191 
555 
62 
1,059 
58 
1,388 
475 
133 


1,287 


2,172 


2,024 
8,696 
254 
1,432 
137 
217 
121 
385 

23 
234 

56 
678 


209 


868 
429 


467 


12 


95 
136 


94 


120 


17,536 


16,638 


2,273 


$176,618 


613 
6,777 


$361,034 


39,500 


$31,525 


851 
1,019 


$184,008 


$400,534 


$33,395 


$  4,295 
20,704 


63,540 


$  351 
2,877 


24,999 


63,540 


$  3,228 


$159,009 


$336,994 


$30,167 


Exhibit  9 

R.  S.  Stanwood  Company 


Detailed  Selling  and  Administrative  Expenses,  1942-46,  Inclusive 


1942 

1943 

1944 

1945 

1946 

Selling  Expenses 

Salesmen's  salaries  and  commissions  

$  89,256 

$  96,782 

$114,423 

$154,748 

$216,956 

Shipping  expenses  

18,578 

17,692 

10,045 

12,210 

17,809 

Sample  expenses  

16,144 

6,709 

5,444 

10,617 

10,658 

Executive  salaries  

7,367 

11,745 

9,215 

13,053 

21,327 

Stationery  and  printing  supplies  

3,004 

3,870 

1,795 

1,538 

1,633 

Travel  expenses  

2,468 

2,067 

1,201 

1,866 

262 

Clerical  and  other  salaries  

1,520 

1,020 

1,300 

1,371 

5,928 

Sales  aids  

1,367 

1,035 

408 

Advertising  

1,319 

8,894 

21,533 

51,164 

Convention  expense  

1,027 

2,362 

1,677 

2,662 

2,628 

Rent  and  light  

688 

765 

1,487 

1,447 

1,592 

Insurance  

669 

706 

798 

1,025 

2,168 

Kf  pi  (Tn  t  r\t~)  CTr\f\f\  c  rpfnrnpn 

J  J  J 

262 

Social  security  taxes,  salesmen  

335 

784 

(rpnAf ol  nfnrp  pynpficp 

jjy 

244 

4  478 

Branch  expense: 

Los  Angeles  

6,156 

6,201 

8,488 

8,378 

13,830 

2,839 

3,451 

3,067 

3,479 

2,140 

1,380 

2,128 

1,380 

49 

13 

Freight  and  express  outward  

275 

13,410 

13,645 

18,990 

Jacket  supplies  and  expense  

1,523 

846 

373 

Total  selling  expenses  

$154,851 

$159,971 

$184,446 

$252,685 

$369,926 

Administrative  Expenses 

$  3,332 

$  23,621 

21,121 

$  23,332 

$  23,999 

$  28,599 

5,914 

5,648 

7,580 

9,316 

12,890 

3,341 

2,232 

2,428 

1,981 

1,428 

State  and  capital  stock  taxes  

2,231 

3,302 

3,255 

3,748 

2,577 

Telephone  and  telegraph  

2,049 

2,589 

2,808 

3,450 

4,546 

General  office  expenses  

1,478 

1,324 

1,082 

668 

1,505 

1,643 

723 

918 

2,328 

597 

1,611 

Rent  

696 

725 

863 

863 

963 

A1  Q 
Oly 

jij 

1  ,UJ  J. 

599 

713 

867 

827 

486 

Repairs   

323 

1,444 

2,456 

937 

2,126 

Contributions  and  memberships  

299 

564 

851 

1,488 

3,625 

Legal  and  accounting  services  

285 

3,067 

3,815 

5,459 

7,948 

Audit  and  collection  expense  

2,988 

2,804 

3,221 

212 

354 

Depreciation  on  office  machinery  and  equip- 

25 

25 

25 

29 

232 

Travel  and  entertainment  

360 

3,286 

3,479 

Total  administrative  expenses  

$  42,415 

$  47,682 

$  55,413 

$  60,076 

$  77,930 

*  Branches  no  longer  in  operation. 

Source:  Annual  statements  prepared  by  the  company's  certified  public  accountant. 
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pointed  out  any  expense  items  that  increased  substantially  during  the 
year.  Mr.  Rogers  occasionally  asked  his  full-time  accountant  to  report 
on  advertising  expenditures.  If  he  thought  the  figure  was  too  high  or 
too  low,  based  on  his  estimate  of  earnings,  he  would  suggest  to  Mr. 
Hartwell  that  the  expense  be  reduced  or  increased  accordingly.  Mr. 
Rogers  set  all  salaries.  He  believed  that  most  of  the  other  expenses  were 
not  controllable. 

The  selling  and  administrative  expense  items  that  increased  most 
significantly  from  1942  to  1946  were  salesmen's  salaries  and  com- 
missions; executive  and  clerical  salaries;  and  advertising.  Commissions, 
being  a  flat  10%  of  net  sales,  were  wholly  variable  with  sales.  Salaries 
and  advertising  expenditures,  as  stated  previously,  were  fixed  by  Mr. 
Rogers.  He  explained  the  increase  in  advertising  expense  from  1942 
to  1946  by  stating  that  it  was  to  the  company's  advantage  to  advertise 
heavily  in  those  years  in  view  of  the  taxes  and  high  earnings. 

The  company's  advertising  consisted,  for  the  most  part,  of  dealer  aids 
and  promotion  materials  and  occasional  advertisements  in  Esquire  maga- 
zine. Dealer  aids  were  used  to  help  the  retailer  to  display  neckties  more 
effectively.  If  retailers  would  use  this  material,  Mr.  Rogers  believed  it 
would  increase  sales  of  Stanwear  products.  He  did  not  believe,  however, 
that  the  company's  small  amount  of  advertising  was  of  much  value.  To 
have  an  effective  advertising  program  Mr.  Rogers  thought  that  an 
expenditure  of  about  $200,000  a  year  for  five  years  would  be  necessary. 

Mr.  Rogers  believed  that  eliminating  individual  orders  under  $50 
would  materially  reduce  company  expenses.  He  pointed  out,  however, 
that  most  of  his  salesmen  could  not  make  a  living  if  the  company  refused 
their  small  orders,  and  that,  under  those  conditions,  the  salesmen  would 
doubtless  leave  the  company.  Mr.  Rogers  was  of  the  opinion,  further, 
that  even  though  small  orders  required  a  great  deal  of  clerical  work,  they 
did  contribute  to  overhead  and  hence  should  not  be  eliminated. 

FINANCIAL  POSITION  BEGINNING  OF  1948 

The  serious  losses  in  1947  weakened  the  company  financially.  For  the 
first  time  since  the  early  years  of  the  company's  history,  it  was  overdue 
on  accounts  payable  to  the  extent  of  $30,000.  Mr.  Rogers  did  not  think 
he  could  clear  up  the  overdue  payables  until  July  1948;  this  schedule 
depended  on  the  results  of  the  Easter  and  Father's  Day  seasons.  One 
immediate  effect  of  the  lag  in  paying  creditors,  according  to  Mr.  Rogers, 
was  the  possibility  that  the  company's  credit  rating  would  be  lowered. 

The  company  had  increased  its  bank  loan  by  $18,000  in  1947,  bring- 


588 


POLICY  FORMULATION  AND  ADMINISTRATION 


ing  the  total  loan  at  the  end  of  the  year  to  $156,000.  In  1948  the  bank 
was  pressing  for  repayment,  and  Mr.  Rogers  managed  to  repay  $28,000. 
The  bank  was  dissatisfied,  however,  because  its  policy  of  having  creditors 
clean  up  working  capital  loans  at  least  once  a  year  was  not  being  adhered 
to  by  the  Stanwood  company.  According  to  Mr.  Rogers,  the  bank  did 
not  plan  to  take  any  immediate  action  on  the  loan  because  he  and  his 
three  executives  had,  late  in  1947,  advanced  to  the  company  $73,425 
in  exchange  for  notes,  which  were  subordinated  to  the  bank's  notes. 
Mr.  Rogers  advanced  two-thirds  of  this  loan  to  the  company,  while  his 
executives  supplied  the  remaining  one-third.  The  bank,  however,  stated 
that  it  would  not  increase  the  loan  during  the  year  to  finance  seasonal 
requirements.  The  result  of  this  decision  by  the  bank  was  to  restrict  the 
company's  ability  to  purchase  exclusive  patterns  in  rayons. 

On  exclusive  patterns  in  the  $1.50  tie  line,  the  company  usually 
received  an  increment  of  50  cents  a  dozen.  After  salesmen's  commissions 
and  dealer  discounts  the  net  increment  to  the  company  was  40  cents 
a  dozen.  The  material  and  production  costs  were  the  same  as  on  open 
market  goods  so  the  net  40  cents  was  clear  profit  above  the  usual  profit 
from  the  sale  of  $1.50  ties. 

Mr.  Rogers  estimated  that  the  company  required  $200,000  additional 
cash.  With  this  money,  he  stated,  the  company  could  repay  the  full  bank 
loan  outstanding  ($128,000)  and  retain  $72,000  as  additional  working 
capital. 

Mr.  Rogers  believed  there  were  several  courses  of  action  available 
to  meet  the  working  capital  situation :  ( 1 )  Get  funds  from  the  stock- 
holders in  exchange  for  more  common  stock.  Mr.  Rogers  did  not  con- 
sider this  feasible.  He  stated  that  at  best  the  business  was  a  big  gamble, 
and  he  did  not  feel  he  would  be  considering  the  best  interests  of  the 
stockholders  by  asking  them  to  invest  additional  funds  in  the  company. 
( 2 )  Get  outside  interests  to  invest  in  the  business.  This  proposal,  how- 
ever, involved  the  possibility  of  relinquishing  control  of  the  company, 
since  an  investment  of  $200,000  by  an  outsider  would  exceed  the 
present  stockholders'  book  equity.  ( 3 )  Shrink  the  company's  sales  vol- 
ume so  that  it  could  operate  with  the  existing  working  capital  represented 
by  stockholders'  equity.  Mr.  Rogers  pointed  out  that  such  action  wquld 
probably  involve  shrinking  the  business  to  so  small  a  level  that  it  could 
not  operate  at  a  profit  in  view  of  the  fixed  costs.  ( 4 )  Liquidation  of  the 
business.  Mr.  Rogers  and  his  three  executives  could  then  invest  the 
$73,425  they  advanced  the  business  in  a  new  enterprise.  This  new 
business,  Mr.  Rogers  stated,  might  produce  neckties  for  only  one  or  two 
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chains.  He  said,  however,  that  this  choice  of  action  would  be  the  last 
resort  because  in  liquidation  the  stockholders  would  be  fortunate  to 
get  10  cents  on  the  dollar.  Thus,  he  believed  it  would  be  to  their  ad- 
vantage to  continue  operating  with  the  hope  of  working  out  of  the 
present  difficulty. 

STOCKHOLDERS  AND  BOARD  OF  DIRECTORS 

The  company's  stockholders  consisted  of  the  beneficiaries  of  the  estate 
of  Messrs.  Stan  wood  and  Bronson  (Mr.  Bronson  died  in  1945).  The 
Stanwood  interests  in  the  company,  as  explained  earlier,  were  in  trust 
for  Mr.  Stanwood's  daughter,  with  Mr.  Rogers  acting  as  trustee.  The 
Stanwood  holdings  in  the  business  accounted  for  57%  of  the  4,500  out- 
standing common  shares.  The  Bronsons  owned  the  remaining  43%. 

The  members  of  the  company's  board  of  directors  were  Mr.  Rogers; 
Miss  Stanwood,  the  only  daughter  of  R.  S.  Stanwood;  Miss  Bronson, 
daughter  of  Mr.  Stanwood's  partner;  Mr.  Frank  Clairmont,  attorney 
for  Miss  Stanwood;  and  Mr.  Richard  Hartwell.  Miss  Stanwood  and  Miss 
Bronson  were  both  elderly  maiden  ladies,  and  they  were  not  dependent 
on  income  from  the  business  for  their  livelihood.  Mr.  Rogers  pointed 
out  that  they  had  no  understanding  of  the  nature  of  the  company's  busi- 
ness and  that  the  only  time  they  appeared  at  the  office  was  for  the 
annual  directors'  meeting.  Mr.  Clairmont,  Miss  Stanwood's  attorney, 
theoretically  represented  her  interests  in  the  company.  Actually,  Mr. 
Clairmont  was  an  elderly  gentleman,  who,  according  to  Mr.  Rogers,  was 
ill  and  unable  to  function  actively  as  a  director.  Hence,  Messrs.  Rogers 
and  Hartwell  were  the  only  active  board  members. 

In  view  of  the  make-up  of  the  board,  Mr.  Rogers  said  it  was  nothing 
more  than  a  legal  entity,  -and  it  performed  only  such  routine  functions 
as  were  required  by  law.  Mr.  Rogers  described  the  typical  board  meeting 
as  one  where  he  announced  that  the  past  year's  operations  were  good 
or  bad  and  that  dividends  could  or  could  not  be  paid  depending  on  the 
year's  profits.  The  board  meetings  were  usually  held  in  early  February, 
although  annual  statements  were  not  available  until  the  middle  of 
March.  Mr.  Rogers  said,  however,  that  he  usually  knew  the  results  of 
the  past  year's  activities. 

Mr.  Rogers,  in  commenting  on  his  relations  with  the  stockholders 
and  the  board,  said:  "It  is  very  difficult  to  conduct  a  business  with 
absentee  ownership.  The  stockholders  have  no  idea  of  the  problems  of 
running  a  business  such  as  ours,  and  all  they  are  interested  in  is  divi- 
dends. If  I  were  to  suggest  that  our  stockholders  take  the  money  they 


590 


POLICY  FORMULATION  AND  ADMINISTRATION 


have  in  the  company  and  risk  it  at  the  race  track,  they  would  not  think 
of  it.  Yet  they  are  actually  running  similar  risks  with  their  money  in 
our  business."  Mr.  Rogers  stated  further,  however,  that  the  board  did 
not  press  him  for  dividends  nor  did  they  question  any  of  the  company's 
policies. 


<>0<X><>O<><>0<£<^^ 


LaPLANT-CHOATE  MANUFACTURING  CO.,  INC. 


In  February,  1944,  the  R.  G.  LeTourneau  Company,  a  leading  com- 
petitor of  LaPlant-Choate  in  the  manufacture  of  earth-moving  equip- 
ment ( see  Exhibit  1 ) ,  announced  that  it  planned  large-scale,  postwar 
production  of  prime  movers  (tractors)  and  that  it  would  distribute 
these  tractors,  as  well  as  LeTourneau  accessory  earth-moving  equipment, 
through  its  own  distributor  organization.  This  announcement,  as  re- 
ported in  Fortune  magazine  for  January,  1945,  abruptly  changed  the 
then  existing  manufacturing  and  sales  relationships  throughout  the 
earth-moving  equipment  industry. 

For  better  or  worse,  the  structure  of  the  industry  is  set  for  the  duration.  But  it 
is  not  going  to  stay  that  way.  In  Februaty  last  year,  LeTourneau  announced  that 
it  would  no  longer  sell  its  earth-moving  machines  through  Caterpillar  distribu- 
tors, and  that  it  was  going  into  the  prime-mover  business  on  a  big  scale.  Last 
May  Caterpillar  announced  that  it  was  going  to  begin  making  bulldozers  and 
scrapers  to  compete  with  LeTourneau. 

These  actions  made  a  full  break  with  the  past.  In  the  twenties,  Caterpillar 
busied  itself  exclusively  with  the  crawler  tractor  and  the  Diesel  engine.  It  gath- 
ered around  itself  other  manufacturers — who  came  to  be  known  as  the  Allied 
Equipment  Group — to  produce  bulldozers,  scrapers,  winches,  and  other  tractor- 
operated  tools.  LeTourneau  made  most  of  the  scrapers,  and  LaPlant-Choate  and 
LeTourneau  ran  neck  and  neck  on  bulldozer  production,  LaPlant-Choate  having 
perhaps  a  slight  edge.  Other  tractor  companies  did  business  in  the  same  way. 
International  Harvester's  equipment  wi  :  chiefly  made  by  Bucyrus-Erie,  the  big 
shovel  and  crane  company  that  had  diversified  its  line.  Allis-Chalmers  got  tools 
for  its  tractors  chiefly  from  Baker  Co.  and  Gar  Wood  Industries.  Cleveland  Trac- 
tor Co.,  now  a  part  of  Oliver  Corporation,  dealt  with  Heil  Co.  and  others. 

Caterpillar,  of  course,  has  no  desire  to  see  LeTourneau  become  the  only  verti- 
cally organized  company  in  the  industry  it  pioneered.  It  has  retaliated  by  design- 
ing equipment  to  compete  with  LeTourneau.  Its  first  bulldozers  and  scrapers  are 
now  already  under  test;  and  it  has  designed  both  cable-control  and  hydraulic 
units  to  operate  them.  Despite  its  constant  emphasis  on  crawler  tractors,  Cater- 
pillar added  a  four-wheeled  rubber-tired  tractor  to  its  line  in  1941.  It  is  entirely 
possible  Caterpillar  is  planning  a  two- wheel  job  to  compete  with  the  Tournapull 
after  the  war.  For  Caterpillar,  the  expansion  is  natural:  it  took  on  a  line  of  motor 
graders  in  1931  and  began  to  make  stationary,  industrial  diesel  engines  in  the 
same  year.  Saleswise,  Caterpillar  has  today  a  distinct  advantage  over  LeTourneau, 
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for  its  distribution  system,  a  model  for  the  industry,  is  virtually  intact.  LeTour- 
neau  has  had  to  build  up  dealers  from  scratch. 

The  innocent  bystander  in  the  reshuffling  is,  of  course,  LaPlant-Choate,  which 
has  made  Caterpillar  equipment  exclusively  since  1925.  Not  only  does  it  face 


Exhibit  1 

LaPlant-Choate  Manufacturing  Co.,  Inc. 

Selected  Company  Products 


LaPlant-Choate  Bulldozer 
LaPlant-Choate  Bulldozer  attached  to  Caterpillar  tractor. 


LaPlant-Choate  Tractor-Drawn  Scraper 
LaPlant-Choate  "Carrimor"  scrapers  manufactured  in  6,  8,  and  14  cubic  yard  sizes. 
Carrimor  scrapers  were  lighter  in  weight  than  competitive  models,  were  designed  for 
easy  loadability,  and  were  provided  for  forced  ejection  of  the  earth  load. 


competition  from  both  Caterpillar  and  LeTourneau,  it  also  lacks  a  prime  mover 
to  round  out  its  line,  and  it  has  no  distributors.  .  .  .  Caterpillar  recently  offered 
to  buy  out  the  company  for  an  undisclosed  price,  reported  to  be  somewhat  above 
the  market  value  of  its  stock.  But  President  Roy  Choate,  who  helped  found  the 
company  thirty-four  years  ago,  turned  it  down.  He  believes  that  LaPlant-Choate 
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has  a  definite  place  in  the  earth-moving  industry,  regardless  of  what  the  bigger 
companies  do.  .  .  . 

These  new  vertical  setups  clearly  mean  more  competition,  and  the  other  com- 
panies are  following  along.  International  Harvester  has  reorganized  its  internal 
setup,  plans  to  emphasize  industrial  power  units  more  than  ever  after  the  war. 
Allis-Chalmers  has  been  experimenting  with  bigger  bulldozers  and  tractors. 
Oliver  Corp,  having  acquired  Cle-Trac,  will  expand  its  industrial  tractor  bus- 
iness.1 

Following  its  announced  change  in  policy,  the  LeTourneau  company 
severed  relations  with  the  Caterpillar  Tractor  Company  and  set  up  its 

Exhibit  1 — Continued 


LaPlant-Choate  Tractor-Scraper  Rig 
The  unit  consists  of  a  two-wheeled  rubber-tired  tractor  joined  to  the  scraper  by  a 
pedestal  hitch  to  form  a  single,  self-propelled  unit.  Travel  speed  is  18  miles  an  hour. 
Scraper  capacity  is  14  cubic  yards  struck  or  17.5  cubic  yards  heaped. 


own  distributor  organization.  Large-scale  production  of  the  LeTourneau 
motive  power  unit,  the  Tournapull — a  two-wheeled,  rubber-tired  Diesel 
tractor  built  in  combination  with  a  high-speed  scraper — was  begun  at 
the  conclusion  of  World  War  II. 

THE  INDUSTRY 

Prior  to  the  LeTourneau  announcement  in  1944,  the  earth -moving 
equipment  section  of  the  construction  machinery  industry  had  been 
divided  into  two  groups :  ( 1 )  four  motive  power  manufacturers — In- 
ternational Harvester,  Allis-Chalmers,  Caterpillar  Tractor,  and  the 
Oliver  Corporation  ( see  Exhibit  2 ) ;  and  ( 2 )  eight  major  accessory 
equipment  manufacturers  (for  example,  LaPlant-Choate,  LeTourneau, 
Gar  Wood,  Wooldridge,  and  Heil ) ,  who  supplied  the  dozers,  scrapers, 
and  other  tools  attached  to  the  tractors. 

1  "The  Working  Front  2:  The  Big  Dirt  Diggers,"  Fortune,  January,  1945,  pp.  135, 
136,  138.  Reprinted  by  special  permission  of  the  editors  of  Fortune  magazine. 

2  Excluding  grader  and  power-shovel  companies. 
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Most  accessory  manufacturers  were  smaller  and  less  strong  financially 
than  the  tractor  manufacturers.  Each  of  them  sold  its  products  through 
some  allied  tractor  company's  distributor  organization.  The  accessory 
manufacturer,  under  this  arrangement,  shipped  his  dozers  or  scrapers 
directly  to  the  tractor  company's  distributors  upon  the  latter's  order. 
This  distributor  ( a  retail  dealer )  then  himself  assembled  the  equipment 

Exhibit  2 

Sales  and  Total  Assets  of  Four  Major  Tractor 
Manufacturers  for  Selected  Years,  1938-46 

(In  Millions) 


International 

Caterpillar 

Oliver 

Year 

Harvester 

Allis-^halmers 

Tractor  Co. 

Corporation* 

Assets 

Sales 

Assets 

Sales 

Assets 

Sales 

Assets 

Sales 

1938  

$406 

$282 

$104 

$  77 

$52 

$  48 

$  4 

$  4 

1942  

517 

364 

184 

196 

79 

142 

8 

26 

1944  

566 

640 

213 

379 

85 

245 

50 

43 

1946  

599 

482 

185 

93 

63 

128 

49 

50 

*  Cleveland  Tractor  Company,  manufacturers  of  the  Cle-Trac  track-type  tractor,  merged  with  the  Oliver  Cor- 
poration in  1944. 

Note:  All  companies  manufacture  a  wide  range  of  products  in  addition  to  earth-moving  equipment. 
Source:  Annual  reports  of  respective  companies. 


for  sale  to  private  contractors,  construction  firms,  and  governmental 
agencies. 

COMPANY  HISTORY 

The  LaPlant-Choate  Manufacturing  Co.,  Inc.,  of  Cedar  Rapids,  Iowa, 
was  a  pioneer  manufacturer  of  heavy,  tractor-operated,  accessory  earth- 
moving  equipment.  It  had  originally  (1911-22)  manufactured  heavy- 
duty  house-moving  equipment.  In  1922  Mr.  LaPlant  and  Mr.  Choate 
entered  the  earth-moving  field  with  the  manufacture  of  a  large,  steel- 
wheel  dump  wagon  for  hauling  earth  and,  one  year  later,  built  what 
company  officials  believed  was  the  first  real  bulldozer.  A  small  hydrau- 
lically  controlled,  two-wheel,  tractor-drawn  scraper  was  produced  in 
1927.  In  the  same  year  the  company  was  incorporated,  and  Mr. 
Choate  became  president  and  active  manager. 

With  earth  wagons,  dozers  (steel  blades,  attached  to  tractors,  which 
push  earth),  and  scrapers  (machines  pulled  by  tractors  which  dig,  carry, 
and  spread  earth  in  one  continuous  cycle )  as  original  products,  LaPlant- 
Choate,  over  a  period  of  years,  enlarged  its  earth-moving  equipment 
line.  This  expansion  occurred  through  increases  in  the  number  and  sizes 
of  models  available  on  previously  designed  equipment  and  by  the  ad- 
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Selected  Industry  Sales  Information 
(In  Thousands) 


Caterpillar  Tractor  Co. 

R.  G.  LeTou 

rneau,  Inc. 

LaPlant-Choate 

Year 

Manufacturing  Co.,  Inc.* 

Net  Sales 

Profits 

Net  Sales 

Profits 

Net  Sales 

Profits 

1930  

$  45,355 

$8,714 

$  110 

$  34 

$  1,194 

$192 

1932  

13,258 

l,616d 

207 

52 

604 

30' 

1934  

23,769 

3,651 

929 

340 

584 

41d 

1936  

54,118 

9,849 

4,392 

1,364 

1,144 

94 

1938  

48,246 

3,235 

6,246 

1,412 

1,523 

37 

1940  

73,062 

7,839 

10,740 

1,858 

2,466 

271 

1942  

142,168 

7,002 

30,060 

2,097 

5,237 

250 

1943  

173,945 

8,195 

36,174 

2,185 

7,596 

318 

1944  

245,949 

7,663 

42,209 

2,094 

12,432 

405 

1945  

230,599 

6,511 

37,654 

1,234 

14,746 

399 

1946  

128,437 

6,111 

28,298 

670 

8,379 

209 

*  Fiscal  year  ends  on  June  30. 
d  Deficit. 

Source:  Published  sources. 


dition  of  new  products,  such  as  rippers,  tamping  rollers,  and  side  dozers.3 
In  addition  to  earth-moving  products,  land-clearing  equipment  (tree- 
dozers,  brushcutters,  and  rootcutters)  was  manufactured. 

Beginning  in  1925,  all  LaPlant-Choate  equipment  was  designed  and 
manufactured  to  complement  Caterpillar  track-type  (crawler)  tractors 
as  a  source  of  motive  power.  This  equipment  was  sold  and  serviced  in 
both  the  domestic  and  foreign  market  exclusively  through  Caterpillar 
distributors.  In  1936,  at  the  suggestion  of  the  Caterpillar  company,  the 
company  began  to  specialize  in  the  manufacture  of  dozers  and  land- 
clearing  equipment.  Production  of  scrapers  was  continued,  but  the  man- 
ufacture of  earth-moving '  wagons  was  halted.  LaPlant-Choate  sales, 
which  reflect  the  rapid  growth  of  the  Caterpillar  company  as  well  as 
that  of  the  industry  generally,  increased  from  $283,000  in  1926  to  a 
peak  of  $14,746,431  in  1945  (see  Exhibit  3). 

In  1947  Mr.  Choate  and  his  family  owned  17%  of  the  company's 
outstanding  stock.  The  next  largest  owner  held  approximately  1%. 
The  rest  was  scattered  among  1,571  shareholders. 

OPERATIONS  PRIOR  TO  MAY  30,  1944 

"From  1925  to  1944  we  were  an  industrial  tailor-shop,  inventing, 
designing,  and  manufacturing  tractor-operated  tools  for  the  Caterpillar 

3  A  dozer  which  can  push  earth  to  either  side  of  the  tractor  ( bulldozers  push  earth 
directly  ahead  of  the  tractor). 
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Tractor  Company,"  said  Mr.  Roy  Choate,  president  of  the  LaPlant- 
Choate  company.  During  that  period  the  primary  emphasis  of  the  com- 
pany was  on  production,  since,  as  has  previously  been  stated,  LaPlant- 
Choate  equipment  was  sold  through  Caterpillar  distributors. 

Production  of  scrapers  and  bulldozers  was  primarily  a  fabricating 
and  welding  job  involving  heavy  steel  plates  and  channels  welded 
into  unit  structures.  Over  a  long  period  of  time,  LaPlant-Choate  had 
developed  to  a  high  state  of  efficiency  the  process  of  fabrication  by  means 
of  templates  from  working  drawings;  also,  the  fabrication  of  steel  plates 
and  shapes  with  the  assistance  of  rigid  welding  jigs  and  fixtures.  The 
company  was  therefore  able  to  produce  a  bulldozer  or  scraper  rapidly 
at  low  cost.  A  great  deal  of  precision  work  was  required  in  the  manu- 
facture of  the  hydraulic  pumps,  valves,  and  cylinders  which  operated 
the  bulldozers  and  small  scrapers.  One  manufacturing  difficulty  lay  in 
the  fact  that  Caterpillar  made  frequent  model  changes  in  its  eight  types 
of  tractors.  Any  of  these  changes  necessitated  revision,  both  in  the  design 
of  the  complementary  accessory  equipment  and  in  LaPlant-Choate's 
manufacturing  operations. 

Plant  facilities  consisted  of  six  modern  one-story  buildings  equipped 
with  heat-treating,  welding,  and  materials-handling  equipment  and 
some  machine  tools.  Most  of  the  factory  space  was  occupied  by  the  heat- 
treating  department,  the  welding  and  erection  shops,  and  the  storage 
and  shipping  departments.  There  was  a  labor  force  of  approximately 
850  men,  primarily  welders,  assembly  men,  machine  operators,  and 
service  personnel. 

The  executive  sales  organization  before  1944  consisted  of  a  general 
sales  manager  aided  by  an  assistant  domestic  sales  manager  and  an  ex- 
port sales  manager.  Sales  promotion  work  was  done  by  a  group  of  do- 
mestic district  representatives  (eleven),  export  sales  representatives 
(two),  and  field  service  representatives  (nine).  The  district  represent- 
atives were  essentially  missionary  salesmen.  They  called  on  Caterpillar 
distributors  to  explain  uses  and  advantages  of  LaPlant-Choate  equip- 
ment. If  given  permission,  they  aided  the  distributors'  salesmen  in 
selling  LaPlant-Choate  equipment.  Field  service  representatives'  duties 
were  to  aid  and  instruct  the  distributors'  service  departments  in  servic- 
ing LaPlant-Choate  equipment. 

Advertising  of  LaPlant-Choate  products  was  limited  to  pamphlets 
on  the  types  of  equipment  manufactured,  such  as  bulldozers,  sidedozers, 
and  scrapers.  These  were  distributed  to  users  and  prospects  by  the  dis- 
tributor. A  direct-mail  advertising  program  was  administered  by  the 
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Caterpillar  company.  Inasmuch  as  Caterpillar  controlled  the  direct- 
mail  program  and  because  of  the  close  relations  between  LaPlant-Choate 
and  Caterpillar,  LaPlant-Choate's  customer  list  was  not  kept  entirely 
up  to  date.  In  fact,  during  World  War  II  it  was  completely  neglected 
because  of  the  large  number  of  dozers  being  shipped  to  the  government 
and  because  so  few  were  being  shipped  directly  to  civilian  customers. 

Product  development  and  research  work  from  1911  to  1935  was 
carried  on  under  Mr.  Choate's  personal  direction.  He  succeeded  in 
working  out  the  basic  design  for  company  dozers,  earth  wagons,  scrap- 
ers, and  certain  minor  products.  From  1935  to  1943,  company  engineers 
worked  in  conjunction  with  the  engineering  department  of  the  Cater- 
pillar company  in  improving  LaPlant-Choate  dozers  and  in  developing 
effective  tractor-drawn  scrapers.  Mr.  Choate,  recognizing  the  increasing 
importance  of  developmental  work,  organized  his  own  research  unit 
in  1943  as  a  section  of  the  engineering  division.  This  unit  consisted  of 
five  persons  who  specialized  in  hydraulic-control  developmental  work. 
Mr.  Rockwell,  who  had  been  with  LaPlant-Choate  for  ten  years,  was 
placed  in  charge  of  the  research  section.  He  had  had  considerable  ex- 
perience in  scraper  design  work. 

LaPlant-Choate  tractor-drawn  scrapers  were  lighter  and  more  com- 
pact than  competitive  models.  In  addition  to  dozers  and  its  standard 
tractor-drawn  scrapers  (6,  8,  and  14  cubic  yard),  the  company  had 
produced  2  cubic  and  4  cubic  yard  tractor-drawn  scrapers  during  World 
War  II;  it  was  believed  these  small  units  would  have  peacetime  sales 
potentialities  for  farms  and  small  contractors.  LaPlant-Choate's  primary 
competitive  advantage  had  resulted  from  the  fact  that  it  had  pioneered 
in  adapting  hydraulic  controls  to  dozers  for  lowering  and  lifting  the 
blade  and  to  small  tractor-drawn  scrapers  for  operating  the  cutting 
edge  and  the  earth-ejection  units.  The  LaPlant-Choate  hydraulic  unit 
was  recognized  by  the  industry  as  being  superior  to  other  hydraulic 
control  units.  It  was  not  yet  feasible,  however,  to  apply  hydraulic  con- 
trols to  large  scraper  units.  LaPlant-Choate,  along  with  other  manu- 
facturers, employed  cable-control  units  on  the  large  models. 

Typical  LaPlant-Choate  prices,  f.o.b.  Cedar  Rapids,  were:  C-114, 
14  cubic  yard  tractor-drawn  scraper,  $6,300;  C-108,  8  cubic  yard  tractor- 
drawn  scraper,  $4,900;  B-61,  bulldozer,  $1,335. 

BREAK  WITH  THE  CATERPILLAR  COMPANY 

During  April  and  May,  1944,  Caterpillar  attempted,  without  success, 
to  purchase  the  LaPlant-Choate  company.  On  May  30,  1944,  the  Cater- 
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pillar  company  first  advertised  in  trade  magazines  its  intention  to  man- 
ufacture a  complete  line  of  its  own  accessory  earth-moving  equipment, 
including  dozers  and  scrapers.  It  announced  that  these  products  were 
to  be  available  after  the  end  of  World  War  II. 

LaPlant-Choate,  as  a  result  of  the  new  developments,  faced  several 
critical  problems.  (1)  The  loss  of  the  Caterpillar  sales  organization, 
recognized  as  the  best  in  the  industry,  would  leave  it  without  distributor 
outlets.  ( 2 )  LaPlant-Choate  dozers  and  scrapers  had  been  designed  for 
use  with  Caterpillar  equipment.  This  fact  was  well  known  in  the  trade. 
LaPlant-Choate  scrapers  (but  not  dozers),  however,  could,  by  adjust- 
ment, be  powered  by  any  make  tractor.  (3)  If  LaPlant-Choate  were 
to  stay  in  business,  it  would  either  have  to  ally  itself  with  another 
tractor  manufacturer  to  provide  LaPlant-Choate  equipment  with  mo- 
tive power  or  have  to  manufacture  its  own  motive  power,  a  field  in 
which  it  had  neither  previous  manufacturing  know-how  nor  the  nec- 
essary physical  plant  and  facilities. 

"We  could  have  adopted  a  sit-down-and-weep  policy,"  said  Mr. 
Choate,  "but,  though  the  situation  was  critical,  we  were  not  going  to 
be  forced  -out  of  the  earth-moving  equipment  field."  In  a  letter  to 
company  employees,  he  made  the  following  statement: 

Your  company  has  full  confidence  in  its  ability  to  achieve  success  in  the  post- 
war world  as  an  independent  company.  We  have  a  strong  organization  of  loyal 
and  dependable  employees,  a  proved  line  of  equipment,  adequate  financial  re- 
sources, plus  one  of  the  finest  modern  plants  in  the  industry.  In  addition,  new 
developments  and  plans  are  already  under  way  which  promise  even  greater  op- 
portunities than  ever  before  for  LaPlant-Choate  men  and  women. 

DECISION  AS  TO  FUTURE  COMPANY  POLICY 

"The  Caterpillar  decision  to  manufacture  its  own  dozers  and  scrap- 
ers," said  Mr.  Choate,  "forced  us  to  consider  the  following  courses  of 
action:  (1)  liquidate;  (2)  sell  the  company;  (3)  secure  another  sales 
outlet  for  the  LaPlant-Choate  equipment,  if  possible,  with  other  motive 
power  manufacturers;  and  (4)  manufacture  both  motive  power  units 
and  accessory  equipment."  Company  officials  did  not  believe  that  an 
immediate  decision  was  required  as  of  May,  1944,  since  the  industry 
was  still  committed  to  full-scale  war  production. 

Mr.  Choate  rejected  the  possibilities  of  liquidating  or  selling  his  com- 
pany. 

During  the  latter  part  of  1944  and  the  first  half  of  1945,  the  com- 
pany attempted  to  conclude  sales  agreements  with  other  motive  power 
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manufacturers.  Satisfactory  arrangements,  however,  could  not  be  made 
with  companies  which  LaPlant-Choate  considered  desirable. 

On  July  26,  1945,  the  company  made  its  first  specific  statement  of 
policy.  The  company  announced  that  it  would  continue  to  manufacture 
accessory  earth-moving  equipment  and  that  its  products  would  for  some 
time  still  be  handled  by  Caterpillar  distributors. 

"We  later  decided  that  our  company  would  have  to  go  out  on  its 
own,"  said  Mr.  Choate.  "We  faced  the  job  of  designing,  manufacturing, 
and  selling  a  complete  line  of  motive  power  and  accessory  equipment." 

While  the  previous  Caterpillar-LaPlant-Choate  sales  arrangement 
had  resulted  in  a  substantial  sales  volume  for  his  company,  Mr.  Choate 
believed  the  severance  of  this  relationship  would,  in  the  long  run,  be 
a  good  thing  for  the  company.  "We  knew  enough  to  get  off  at  the  right 
time,"  he  concluded.  Mr.  Choate  believed  that  the  following  disadvan- 
tages of  the  former  sales  arrangement  with  Caterpillar  far  outweighed 
its  advantages:  (1)  Frequent  revision  in  the  design  of  Caterpillar 
tractors  necessitated  design  changes  in  LaPlant-Choate  products.  This 
industry  design  competition  forced  LaPlant-Choate  to  carry  large  in- 
ventories which  rapidly  became  obsolete.  (2)  LaPlant-Choate  did  not 
have  any  control  over  the  Caterpillar  distributor  organization  and  had 
difficulty  in  securing  promotion  of  its  products  over  competing  acces- 
sory manufacturers'  products  also  carried  by  Caterpillar  distributors. 
(3)  There  was  no  legal  contract  between  the  two  companies  stating 
the  responsibilities  of  both  parties. 

INTERIM  PERIOD 

After  the  decision  to  manufacture  and  sell  both  motive  power  and 
accessory  equipment  had  been  made,  LaPlant-Choate  was  confronted 
with  two  major  problems:  (1)  continued  profitable  operation  of  the 
company  during  the  readjustment  period;  and  (2)  preparation  for 
conversion  into  an  independent  manufacturer  of  both  accessory  equip- 
ment and  tractors. 

In  the  interim  between  May  30,  1944,  and  the  establishment  of 
the  company's  distributor  organization,  LaPlant-Choate  equipment,  by 
mutual  agreement,  was  sold  through  the  Caterpillar  distributor  group. 
After  the  establishment  of  a  LaPlant-Choate  distributor  organization 
(March-June,  1946),  company  dozers  and  scrapers  were  sold  through 
LaPlant-Choate's  own  distributor  organization.  In  the  few  instances 
where  a  new  distributor  had  not  yet  been  appointed,  Mr.  Choate  stated, 
a  few  dozers  and  tractor-drawn  scrapers  were  sold  through  the  Cater- 
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pillar  distributors.  As  soon  as  a  LaPlant-Choate  distributor  could  be 
found  to  replace  this  Caterpillar  distributor,  shipments  to  the  Cater- 
pillar distributor  were  stopped.  While  a  limited  drop  in  sales  was  ex- 
pected during  this  readjustment  period,  the  company  felt  that  govern- 
ment demands  during  the  war,  plus  the  accumulated  civilian  backlog 
for  the  immediate  postwar  era,  would  assure  LaPlant-Choate  of  profit- 
able conversion  operations. 

Manufacturing  during  the  interim  period  was  interrupted  by  a  90- 
day  strike  of  the  850  shop  employees.  It  ended  in  February  of  1946. 
'This  strike,  the  first  in  company  history,  cost  both  our  company  and 
its  employees  a  great  deal  of  money,"  said  Mr.  Choate.  The  strike  had 
been  called  by  Local  Union  116,  CIO,  United  Farm  Equipment  and 
Metal  Workers  of  America,  which  had  organized  the  plant  in  1941. 
Twice,  later  in  1946,  walkouts  by  smaller  groups  of  employees  oc- 
curred, but  the  company  believed  its  relations  with  Local  116  were  im- 
proving. The  latest  wage  negotations  had  been  settled  after  only  four 
meetings  with  union  officers;  company  wages  equaled  those  paid  by 
other  firms  in  the  Cedar  Rapids  area.  Employee  turnover,  however,  re- 
mained high,  a  fact  which  the  director  of  labor  relations  attributed  to 
veterans  shopping  for  employment. 

Wartime  expansion  of  the  company  had  revealed  certain  inadequa- 
cies in  some  operating  procedures.  To  correct  this  situation  the  executive 
management  committee  was  developing  improved  scheduling  and  in- 
ventory control  procedures,  which  it  hoped  to  put  into  operation  during 
1947.  Mr.  Choate  had  also  been  dissatisfied  with  the  operations  of  the 
employee  wage  incentive  system,  installed  in  1941.  That  program,  in 
the  absence  of  time  and  methods  studies,  had  been  based  on  past  per- 
formance data  abstracted  by  the  cost  accounting  department  from  its 
records.  By  1947,  30%  of  all  manufacturing  operations  had  been  time- 
studied.  A  restatement  of  burden  rates  was  also  being  considered,  since 
actual  burden  had  exceeded  standard  burden  for  several  years. 

In  preparation  for  his  company's  future  role  as  an  independent  man- 
ufacturer, Mr.  Choate  contemplated  first  the  development  of  a  14  cubic 
yard,  two-wheel,  rubber-tired  tractor-scraper  rig.  During  the  latter  part 
of  1945,  the  R.  G.  LeTourneau  Company  began  advertising  widely  the 
competitive  advantages  of  its  Tournapull,  a  two-wheel,  rubber-tired 
tractor-scraper  rig  which  Mr.  LeTourneau  had  designed  in  1939-  For- 
tune magazine  describes  this  development  as  follows: 

It  is  a  150-horsepower  Diesel  engine  running  on  two  huge  rubber  tires,  each 
independently  controlled  by  clutches  to  permit  steering.  It  can  travel  over  paved 
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roads,  from  which  the  crawler  tractor  is  barred.  More  important,  it  overcomes 
the  chief  disadvantage  of  the  tractor-hauled  scraper:  slow  speed.  A  Tournapull- 
scraper  combination  can  move  as  fast  as  fifteen  miles  per  hour,  whereas  a  com- 
parable tractor- scraper  can  hit  a  maximum  of  only  six.  In  construction  work, 
where  time  is  definitely  money,  higher  speeds  mean  longer  hauls  and  more  pay 
loads  per  hour.  A  rule  of  thumb  in  the  Industry  is  that  tractor  bulldozers  are 
economical  for  dirt  moving  up  to  300  feet,  while  tractor-scrapers  can  operate 
efficiently  up  to  about  2,500  feet.  With  the  development  of  the  Tournapull, 
hauls  of  up  to  two  miles  are  quite  possible — a  fact  that  LeTourneau  has  begun 
to  plug  hard  in  its  promotion.4 

Popularity  of  the  Tournapull  forced  production  of  similar  rigs  by 
other  manufacturers.  The  Wooldridge  Manufacturing  Company,  for 
example,  introduced  a  combination  two-wheel,  rubber-tired  tractor- 
scraper  rig  in  1945.  Two  other  accessory  manufacturers  had  test  models 
completed,  and  other  motive  power  and  accessory  manufacturers  were 
contemplating  introducing  similar  units.  Mr.  Choate  believed  that  the 
design  and  manufacture  of  a  rig  to  compete  with  the  Tournapull  were 
essential  to  his  company's  success. 

Competition  for  the  limited  number  of  capable  earth-moving  equip- 
ment distributors  became  exceedingly  keen  at  the  end  of  World  War 
II.  At  that  time,  the  four  motive  power  manufacturers  had  virtually 
finished  postwar  expansion  of  their  established  dealer  organizations, 
and  LeTourneau  had  completed  the  appointment  of  his  new  distributor 
group,  approximately  sixty-five  dealers.  Other  smaller  accessory  manu- 
facturers, who  hoped  to  build  up  and  strengthen  their  own  sales  organi- 
zations, were  engaged  in  the  process  of  securing  additional  or  stronger 
distributors. 

As  has  been  stated,  LaPlant-Choate  was  faced  with  the  necessity  of 
producing  a  tractor.  Tractor  manufacture  was  a  field  in  which  the  com- 
pany had  not  had  previous  experience.  Production  of  dozers  was  a  fairly 
simple  fabricating  operation.  Manufacture  of  the  new  two-wheel  tractor, 
however,  would  require  a  great  deal  of  precision  machining  work  and 
skilled  assembly  operations.  With  the  exception  of  the  radiator,  Diesel 
engine,  and  tires,  all  parts  of  the  tractor  were  to  be  manufactured  by 
LaPlant-Choate.  The  scraper  used  in  the  new  tractor-scraper  rig  was 
to  be  a  modified  version  of  LaPlant-Choate's  tractor-drawn  scraper 
Model  C-114.  Since  LaPlant-Choate  personnel  had  not  had  actual 
tractor  manufacturing  experience,  some  of  the  present  labor  force 
would  have  to  be  retained  and  reassigned  for  these  operations. 

4  "The  Working  Front  2:  The  Big  Dirt  Diggers,"  Fortune,  January,  1945,  pp.  135-36. 
Reprinted  by  special  permission  of  the  editors  of  Fortune  magazine. 
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LaPlant-Choate  would  have  to  expand  its  existing  plant  facilities  to 
manufacture  efficiently  the  new  tractor-scraper  rig,  as  well  as  other 
contemplated  products.  Any  expansion  plans  would  require  a  sizable 
new  investment.  Under  the  old  Caterpillar  sales  arrangement,  the  com- 
pany had  been  able  to  operate  with  a  minimum  of  working  capital.  The 
new  program,  however,  would  require  a  large  sum  to  finance  increased 
inventory  and  sales  expenses,  as  well  as  manufacturing  costs.  The  1946 
strike,  plus  uncertainty  in  material  shipments,  had  forced  material  in- 
ventories up  to  an  all-time  high. 

The  procurement  of  materials  for  the  new  program  was  expected  to 
cause  some  difficulty.  The  tractor-scraper  combination  not  only  re- 
quired more  steel  but  steel  of  a  different  weight  and  size  than  LaPlant- 
Choate  had  formerly  used. 

PLAN  OF  ACTION 

On  August  31,  1944,  the  company's  stockholders  elected  a  new 
board  of  directors.  Three  former  members — Mr.  Choate;  Mr.  Coquil- 
lette,  the  company  banker;  and  Mr.  Dennis,  the  company  treasurer — 
were  retained.  Others  on  the  new  board  were  three  executive  officers 
of  leading  noncompetitive  construction  machinery  firms  and  the  firm's 
general  counsel.  The  new  board  supported  Mr.  Choate's  plans  for  a 
change  in  product  and  sales  distribution  and  provided  him  with  a  source 
of  advice  in  planning  the  company's  conversion.  During  February  of 
1947,  Mr.  Galvin  replaced  Mr.  Dennis  as  a  member  of  the  board. 

Early  in  1945,  Mr.  Choate  assigned  Mr.  Hyler,  a  LaPlant-Choate 
development  engineer  for  over  four  years,  to  design  a  14  cubic  yard, 
225  horsepower,  two-wheel,  rubber- tired  tractor-scraper  rig.  Mr.  Hyler, 
prior  to  1939,  had  worked  with  Mr.  R.  G.  LeTourneau  on  the  develop- 
ment of  the  Tournapull.  He  had  also  designed  three  of  LaPlant-Choate's 
most  successful  tractor-drawn  scrapers — the  C-106,  C-108,  and  C-114. 
Company  officials  believed  that  these  scrapers  were  the  most  modern, 
fastest-loading,  tractor-drawn  scrapers  on  the  market.  In  the  latter  part 
of  1945,  Mr.  Choate  gave  the  former  head  of  the  engineering  depart- 
ment a  new  assignment  in  the  company,  and  Mr.  Choate  himself  tem- 
porarily assumed  direction  of  this  department  until  a  new  director  of 
engineering  could  be  secured.  Early  in  1946,  he  increased  the  size  of 
the  development  and  research  section  of  the  engineering  department 
from  five  to  ten  men.  Mr.  Rockwell  was  instructed  to  develop  a  com- 
plete line  of  products,  including  a  four-wheel,  rubber-tired  tractor,  in 
addition  to  carrying  on  hydraulic  research. 
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Recognizing  the  coming  need  for  intensive  sales  effort,  Mr.  Choate 
made  some  changes  in  his  executive  sales  personnel  in  the  summer  of 
1945;  these  changes,  however,  did  not  prove  effective.  On  March  1, 
1946,  he  brought  to  the  company  Mr.  E.  R.  Galvin  as  his  executive 
vice-president  and  general  sales  manager.  Mr.  Galvin,  sixty-two  years 
of  age,  was  a  leader  in  sales  organization  work  in  the  industry,  having 
had  thirty-five  years'  experience  in  building  distributor  organizations. 
He  had  served  as  a  general  sales  manager  for  both  Caterpillar  and 
LeTourneau.  He  was  immediately  placed  in  charge  of  the  LaPlant- 
Choate  drive  to  secure  a  distributor  organization.  Mr.  Choate  said  that 
Mr.  Galvin  would  personally  select  the  LaPlant-Choate  distributor 
group  and  that,  because  Mr.  Galvin's  contacts  in  the  industry  were 
widespread,  this  selection  would  assure  the  company  of  excellent  dealers. 

Mr.  Galvin  stated  that  to  set  up  his  sales  organization  he  had  cir- 
culated the  news  that  LaPlant-Choate  wanted  distributors  and  then 
had  had  the  district  representatives  of  the  company  screen  the  several 
hundred  prospective  applicants.  Those  applicants  which  the  district 
representatives  approved  filled  out  a  questionnaire  listing  their  financial 
status,  sales  volume,  lines  of  construction  equipment  handled,  property 
and  equipment  owned,  and  personnel  employed.  They  were  then 
brought  to  Cedar  Rapids  for  a  personal  interview  with  Mr.  Galvin, 
Mr.  A.  D.  Dennis,  secretary-treasurer,  and  Mr.  J.  W.  Schoen,  credit 
manager. 

While  waiting  for  tractor-scraper  production  to  begin,  manufacturing 
operations  were  to  be  concentrated  on  five  sizes  of  tractor-drawn 
scrapers.  Production  of  dozers,  upon  which  the  company  had  centered 
its  production  during  the  war,  was  to  be  subcontracted  to  an  Omaha 
firm;  all  dozer  production,  however,  was  to  be  halted  by  June  of  1947. 
Mr.  C.  H.  Lage,  production  manager,  surveyed  company  needs  in  regard 
to  machine  tools  and  equipment  for  the  new  tractor  program;  initial 
orders  for  some  equipment  were  placed  immediately.  "We  are  going 
into  tractor  production  in  a  small  way,"  stated  Mr.  Lage.  "Later  we  will 
have  to  secure  additional  space  and  equipment  if  we  are  to  achieve 
maximum  production  efficiency."  Mr.  Lage,  fifty-seven  years  of  age,  had 
been  with  LaPlant-Choate  since  1943.  He  had  formerly  been  employed 
by  International  Harvester  and  in  the  production  planning  and  manu- 
facturing departments  of  the  Caterpillar  Tractor  Company  for  over 
eleven  years. 

To  provide  for  immediate  working  capital  needs,  a  million  dollar 
credit  line  was  established  late  in  1946;  $750,000  of  this  credit  was 
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utilized  immediately  for  current  operations.  The  company  planned  to 
increase  permanent  working  capital  at  a  later  date  through  the  issuance 
of  stock. 

OPERATIONS  OF  THE  COMPANY  JANUARY,  1947 

By  January  of  1947  a  14  cubic  yard  tractor-scraper  rig  had  been 
designed  and  tested;  in  addition  to  the  experimental  model,  one  rig 
had  been  manufactured  and  shipped  to  a  contractor  for  final  "on-the- 
job"  tests.  This  rig  was  tentatively  priced  at  $24,500.  Preliminary  com- 
pany reports  from  this  test  indicated  that  the  LaPlant-Choate  rig  out- 
performed other  competitive  models. 

At  the  same  time,  Mr.  Rockwell's  development  and  research  section 
had  completed  preliminary  design  work  on  a  new  225  horsepower, 
four-wheel  drive,  rubber-tired  tractor  with  a  specially  designed  dozer. 
That  section  further  had  started  design  work  on  a  9  cubic  yard  tractor- 
scraper  rig  and  a  20  cubic  yard  bottom-dump  wagon.  Mr.  Hyler,  upon 
completion  of  his  assignment  to  design  the  tractor-scraper  rig,  was 
placed  in  charge  of  the  experimental  department  to  build  a  test  model 
of  this  machine. 

The  two  tractor-scraper  rigs  produced  by  January  had  been  individu- 
ally assembled;  all  component  parts  had  been  specially  manufactured. 
With  dozer  production  subcontracted,  current  production  was  limited 
to  five  sizes  of  tractor-drawn  scrapers.  All  manufacturing  changes  to 
complete  the  shift  from  dozers  to  scraper  production  had  been  com- 
pleted, and  the  factory  was  running  two  eight-hour  shifts  in  all  depart- 
ments and  three  eight-hour  shifts  in  critical  departments.  Government- 
owned  equipment  used  by  LaPlant-Choate  during  the  war,  valued  at 
$200,000,  had  been  purchased  by  the  company. 

Arrangements  for  production  of  the  tractor-scraper  rigs  were  still  in 
the  planning  stage.  For  production  of  the  new  two-wheel  tractor, 
Mr.  Lage  planned  to  use  one  wing  of  the  weld  shop  as  an  assembly 
plant.  Rearrangements  for  this  move,  however,  were  not  yet  under  way, 
since  full  production,  a  minimum  of  one  unit  a  day,  was  not  expected 
to  start  until  June  of  1947.  Some  of  the  additional  machine  tools 
required  for  the  tractor  program  had  been  secured.  After  all  machine 
tools  had  been  obtained,  machining  work  on  tractor  parts  would  have  to 
be  done  at  various  points  throughout  the  factory  where  space  locations 
for  the  new  machines  could  be  secured.  Procurement  of  steel  for  the 
tractor  program  was  proceeding  slowly.  Company  suppliers  did  not 
have  allotments  of  steel  available  in  the  sizes  required.  Sufficient  ra- 
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diators,  engines,  and  tires,  although  in  short  supply,  had  been  secured. 
In  addition  to  these  items,  the  company  was  attempting  to  purchase, 
temporarily,  as  many  additional  component  tractor  parts  as  possible  to 
speed  initial  tractor  production. 

Mr.  Galvin,  in  his  campaign  to  secure  dealers,  had  signed  up  sixty- 
five  domestic  distributors;  he  was  seeking  four  more.  Twenty-five  of 
the  sixty-five  LaPlant-Choate  distributors  also  handled  Oliver-Cle-Trac 
track-type  and  four-wheeled,  rubber-tired  tractors,  and  several  others 
handled  J.  I.  Case  and  Minneapolis-Moline  four-wheeled,  rubber-tired 
tractors.  Those  distributors  with  established  businesses  had  had  experi- 
ence in  selling  earth-moving  equipment.  The  rest  of  the  dealers  had 
not  handled  track-type  or  rubber-tired  tractors;  they  were  either  men 
who  had  worked  for  other  earth-moving  equipment  dealers  and  were 
now  entering  business  for  themselves  or  dealers  who  formerly  had 
handled  some  lines  of  construction  machinery  but  not  scrapers  and 
dozers.  All  LaPlant-Choate  distributors,  in  addition  to  handling  LaPlant- 
Choate  equipment,  carried  five  or  six  noncompetitive  lines,  such  as 
motor  graders  and  shovels.  Although  the  LaPlant-Choate  distributor 
organization  did  not  yet  have  either  the  capital  resources  or  the  estab- 
lished distributor-contractor  sales  relationships  which  other  large  manu- 
facturer-distributor organizations  had,  Mr.  Galvin  did  not  believe  that 
this  condition  was  a  disadvantage.  "I  would  rather  have  young  aggres- 
sive dealers  who  will  fight  for  business;  older  well-established  dealers 
sometimes  go  to  sleep  on  the  job."  Analyses  of  sales  by  product  and  by 
distributor  organization  are  given  in  Exhibits  4  and  5. 

Mr.  Galvin  hoped  that  each  LaPlant-Choate  distributor  would  have 
minimum  capital  resources  of  $100,000,  since  distributors  had  to  ar- 
range for  financing  of  contractor  equipment  purchases.  5 'We  did  not 
always  get  this,"  he  stated. 

In  January  of  1947,  the  concern  was  represented  by  sixty-five  over- 
seas distributors,  of  which  twenty-three  were  newly  appointed  LaPlant- 
Choate  dealers;  forty- two  were  Caterpillar  dealers  who  were  tempo- 
rarily handling  LaPlant-Choate  equipment.  Export  sales  before  the  war 
years  had  averaged  between  25%  and  30%  of  the  company's  total 
sales  volume. 

Sales  by  distributors  were  made  directly  to  contractors  engaged  in 
earth-moving  projects.  Since  the  equipment  required  a  large  capital  in- 
vestment on  the  part  of  the  purchaser  and  could  stand  constant  repair 
and  rebuilding,  the  frequency  of  sales  was  low.  Prices  for  earth-moving 
machines  were  approximately  equal  throughout  the  industry.  Con- 
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Exhibit  4 

LaPlant-Choate  Manufacturing  Co.,  Inc. 

Sales  Analysis  for  Two  Major  Products,  Selected  Months, 
March-December,  1946 


1946 


March .... 
September . 
December . 


Percentage  of  Total  Equipment  Sales 


Scraper 


21% 

46 

65 


Dozer 


79% 

54 

35 


Source:  Company  records. 


Exhibit  5 

LaPlant-Choate  Manufacturing  Co.,  Inc. 

Sales  of  LaPlant-Choate  Products  by  LaPlant-Choate 
and  Caterpillar  Distributors,  April-December,  1946 


1946 

Domestic  Sales 

Export  Sales 

LaPlant-Choate 
Distributors 

Caterpillar 
Distributors 

LaPlant-Choate 
Distributors 

Caterpillar 
Distributors 

April-June  

42% 

58% 

100% 

July-September  

78 

22 

'9% 

91 

October-December  

84 

16 

42 

58 

Source:  Company  records. 


tractors,  therefore,  purchased  equipment  on  the  following  bases:  (1) 
efficiency  of  the  unit  ( measured  in  cost  per  yard  of  earth  moved ) ;  ( 2 ) 
service  and  spare-parts  facilities  maintained  by  the  distributor;  ( 3 )  dis- 
tributor-contractor relationships,  many  of  which  had  been  built  up  over 
a  long  period  of  time;  and  (4)  reputation  of  the  equipment  and  manu- 
facturer. 

LaPlant-Choate  discounts  were  20%  on  all  rubber-tired  equipment 
and  25%  on  other  products  and  parts;  these  discounts  followed  the 
general  industry  pattern. 

Distributors  were  expected  to  carry  an  adequate  spare-parts  inventory. 
During  the  depression  periods,  spare-parts  sales  frequently  were  the 
mainstay  of  a  dealer's  business.  The  company  anticipated  that,  as  the 
number  of  products  manufactured  by  LaPlant-Choate  increased,  the 
parts  inventory  maintained  by  a  distributor  would  increase  from  $10,- 
000  (1947)  to  $20,000.  Spare-parts  sales  currently  averaged  20%  of 
distributor  sales  volume.  Each  distributor,  in  addition  to  a  parts  depart- 
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ment,  maintained  a  service  department  with  facilities  and  men  available 
to  make  repairs.  The  company  did  not  insist  that  a  distributor  have  a 
specified  number  of  servicemen;  it  assumed  he  would  maintain  a  staff 
large  enough  to  meet  his  requirements. 

The  distributors  were  supervised  by  the  company's  district  representa- 
tives. District  representatives  were  responsible  for  the  sales  and  service 
activities  of  dealers  in  their  sales  districts.  They  did  not  set  prices  for 
equipment  or  determine  dealer  credit  lines  with  the  LaPlant-Choate 
company.  Field  servicemen  and  district  representatives  were  supposed 
to  work  together  whenever  they  thought  it  desirable.  Twice  a  year  all 
representatives  were  brought  to  Cedar  Rapids  for  a  sales  conference. 
A  sales  training  program  had  been  initiated  in  the  latter  part  of  1946 
to  assist  the  new  distributors'  salesmen  in  merchandising  LaPlant- 
Choate  products. 

Mr.  Galvin  used  a  minimum  of  formal  procedures  to  administer  his 
sales  organization.  "We  secure  control  over  our  distributors  through  the 
district  representatives,"  said  Mr.  Galvin.  "They  know  our  standards 
and  apply  them.  I  plan  to  do  a  great  deal  of  personal  checking  and 
want  to  visit  each  distributor  once  a  year."  To  check  sales  operations  by 
districts,  Mr.  Galvin  had  each  district  representative  send  a  weekly 
resume  of  his  activity,  as  well  as  a  scheduled  itinerary  for  the  coming 
week.  In  addition,  the  sales  department  received  a  copy  of  each  sales 
transaction  made  by  a  dealer;  this  record  was  tabulated  by  distributor 
and  district. 

COMPETITIVE  SITUATION— JANUARY,  1947 

"Competition  in  the  earth-moving  equipment  field  is  going  to  be- 
come increasingly  severe,"-  Mr.  Choate  stated.  Industry-wide  readjust- 
ments in  sales  distribution  methods  have  increased  the  number  of 
accessory  manufacturers  making  both  motive  power  and  accessory  earth- 
moving  equipment.  Moreover,  established  companies  manufacturing 
other  construction  machinery  planned  to  expand  into  the  production  of 
earth-moving  tools.  Some  new  companies  as  well  had  already  announced 
their  intention  to  enter  the  industry  and  manufacture  competitive  equip- 
ment. 

Mr.  Galvin  considered  the  Caterpillar  Tractor  Company  with  its  109 
domestic  outlets  to  be  the  primary  competitor  of  LaPlant-Choate  as  far 
as  dealer  strength  was  concerned.  Next  he  rated  International  Harvester, 
LeTourneau,  and  the  Oliver  Corporation.  The  Cleveland  Tractor  Com- 
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pany,  predecessor  company  of  Oliver  Corporation  and  manufacturer  of 
the  Cle-Trac,  had  experienced  financial  difficulties  prior  to  World 
War  II. 

With  regard  to  product  design,  the  primary  competitor  of  the  La- 
Plant-Choate  company  was  LeTourneau.  Modern  earth-moving  equip- 
ment had  largely  been  developed  between  World  Wars  I  and  II,  with 
the  1930's  witnessing  the  most  rapid  technological  advances.  This 
progress  in  design  improvement  had  been  temporarily  halted  by  the 
National  Defense  Program  in  1939,  at  which  time  the  industry's  pri- 
mary effort  was  directed  toward  increasing  production  of  already  de- 
signed models.  LeTourneau,  a  leader  in  this  developmental  work,  had 
designed  the  first  successful  powered  scraper,  had  introduced  the  con- 
cept of  large  flotation  rubber  tires  to  earth-moving  equipment,  and  in 
1939  had  developed  the  first  tractor-scraper  combination,  the  Tourna- 
pull.  By  1947,  Mr.  LeTourneau  was  producing  a  complete  line  of 
Tournapull  tractor-scraper  rigs  in  several  different  yardage  models,  in 
addition  to  a  complete  line  of  more  conventional  earth-moving  and 
construction  equipment.  The  Euclid  Road  Manufacturing  Company,  a 
well-established  construction  machinery  firm,  had  recently  developed 
and  produced  an  automatic  type  of  earth-loading  machine  which  was 
being  closely  studied  by  all  members  of  the  industry.  All  earth-moving 
machinery  firms  were  either  contemplating  or  producing  bigger  and 
more  effective  earth-moving  tools. 

Industry  information  on  the  number  of  track-type  tractors  equipped 
with  earth-moving  tools  was  not  available.  It  was  the  opinion  of 
Mr.  Galvin,  however,  that  approximately  25%  of  track-type  tractor 
production  was  used  for  earth-moving  purposes  and  would  therefore 
be  equipped  with  tractor-operated  tools.  His  formula  implied  that  a 
maximum  of  7,500  track-type  tractors  would  annually  be  equipped  with 
tractor-operated  tools,  if  record  peacetime  production  (30,780  units  in 
1937)  was  repeated  (see  Exhibit  6).  "Possibilities  for  LaPlant-Choate 
expansion  rest,  therefore,  on  enlarging  the  market  by  development  and 
improvement  of  rubber-tired,  earth-moving  tractors  and  equipment," 
he  concluded.  Moreover,  since  all  the  unit  sales  price  would  now  be 
divided  between  LaPlant-Choate  and  its  distributors,  the  company  would 
increase  its  over-all  income  on  any  given  number  of  unit  sales.  Formerly, 
in  a  crawler-tractor-dozer  sale,  LaPlant-Choate  had  received  less  than 
25%  of  the  total  sales  price  paid  by  the  purchaser,  inasmuch  as  the 
tractor  manufacturer  had  received  a  substantial  amount. 
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Track-Type  Tractor  Production 
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Year 


1922. 

1923. 
1924. 
1925. 
1926. 
1927. 
1928. 
1929. 
1930. 
1931. 
1932. 
1933. 


Production 


4,187 
5,002 
4,612 
5,282 
7,175 
10,433 
16,762 
25,450 
Not  available 

10,064 
Not  available 
Not  available 


Yea  i 


1934. 
1935. 
1936. 
1937. 
1938. 
1939. 
1940 
1941. 
1942. 
1943. 
1944. 
1945. 


Production 


Not  available 
17,145 
26,179 
30,780 
19,801 
20,890 
25,086 
29,378 
28,616 
24,963 
44,860 
44,872 


Source:  U.S.  Bureau  of  the  Census. 


Wartime  sales  by  the  construction  industry  reached  a  high  of  $750 
million  in  1944.  Peacetime  production  during  the  1930's  had  aver- 
aged $200  million  annually.0  These  wartime  increases  in  production  had 
been  made  possible  by  building  new  facilities,  by  working  additional 
shifts,  and  by  employing  subcontracting  facilities. 

Whereas  civilian  demand  accumulated  during  wartime  years  assured 
earth-moving  machinery  companies  of  capacity  production  for  many 
months,  the  industry's  hopes  for  large-scale  utilization  of  these  wartime- 
constructed  facilities  were  based  primarily  on  an  expected  increase  in 
public  construction  work.  Trade  publications6  estimated  a  $35  billion 
backlog  of  proposed  engineering  construction  work  (78%  public  proj- 
ects and  22%  private  construction)  existed  in  early  1947.  Although 
private  construction  (houses  and  buildings)  had  approached  record 
levels  in  1946,  public  projects  (roads,  airports,  and  dams),  which  used 
the  greatest  amount  of  earth-moving  equipment,  were  slow  to  mate- 
rialize. The  failure  of  public  construction  to  expand  as  rapidly  as  had 
been  anticipated  was  attributed  to  ( 1 )  higher  construction  costs  at  a 
time  when  all  government  agencies  were  being  pressed  to  cut  expendi- 
tures; (2)  the  more  critical  nature  of  the  delayed  private  construction; 
and  ( 3 )  the  reluctance  of  the  federal  government  to  engage  in  a  large- 
scale  public  works  program  at  a  time  of  national  prosperity. 

During  the  first  quarter  of  1947,  the  whole  industry's  production  of 

5  Over-all  sales  of  the  more  than  100  major  firms  in  the  construction  machinery  in- 
dustry. Separate  sales  statistics  on  the  earth-moving  equipment  section  of  the  construction 
machinery  industry  are  not  available. 

6  Engineering  News  Record,  February  20,  1947,  p.  111. 
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Exhibit  7 

LaPlant-Choate  Manufacturing  Co.,  Inc. 

Organization  Chart,  April  7,  1947 


STOCKHOLDERS 


EXECUTIVE  COMMITTEE 
■ 


MANAGEMENT  COMMITTEE 


Executive  Vice-Pre 
General  Sales  1 
E.  R.  Galv 


Export  Sales  Man: 
S.  L.  Myers 


Sales  Manage 
W.  D.  Barrett 


Service  Depar 
Manager 
M.  Baker 


lies  Manager 
stern  Divisio 
S.  Harris 


First  Shift 
Superintendei 
H.  Hopkins 


Second  Shift 
H  Wilson 


E.  Sedlacek 


Chief  Tool 
Engineer 
R.  Hruska 


iality  Control 
Manager 
H.  Taylor 


C.  Higley 


Experimental 
and  Tool  Making 


Perishable  Tools 
D.  Riley 


Receiving  Stores  and 
Shipping  Superintendent 
W.  M(  Clung 


Shipping 
Control 
R.  Klrkman 


E.  Anderson 


Planning  and 
Scheduling 
A.  Clymer 
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Relations 
E.  Christensen 


Employment 

Manager 
G-  Graham 


and  Credit  Manager 


Designing 


Production  Engl 
Chief  Eng,ne< 
L.  Hylcr 


Model  Maker 
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tractor-drawn  scrapers  had  reached  a  point  where  orders  for  new  equip- 
ment were  being  filled  immediately  by  direct  shipment  from  the  fac- 
tories. Production  of  other  types  of  earth-moving  equipment,  however, 
had  not  yet  caught  up  with  the  backlog  of  demand. 

Mr.  Choate,  in  evaluating  his  company's  progress  since  1944,  stated: 
"We  have  demonstrated  that  we  can  design,  manufacture,  and  sell  our 
own  products.  Originally  there  were  some  signs  of  defeatism;  but  we 
soon  cleared  that  out.  I  did  not  want  anyone  working  for  me  who  did 
not  believe  in  our  program.  We  are  prepared  for  the  extremely  com- 
petitive era  which  is  in  sight."  (See  Exhibits  7,  8,  and  9.) 

To  meet  competition,  Mr.  Choate  stated:  "The  company  is  planning 
to  produce  a  complete  line  of  products:  a  6  cubic  yard  and  a  9  cubic 
yard  tractor-scraper  rig  (late  1947),  a  four-wheel,  rubber-tired  indus- 

Exbibit  8 

LaPlant-Choate  Manufacturing  Co.,  Inc. 
Balance  Sheets  as  of  June  30,  1936-46 
(In  Thousands) 


Assets 

1936 

1937 

1938 

1939 

1940 

1941* 

. . . .$  50 

$  82 

$  47 

$  29 

$  92 

$  168 

United  States  Tax  Notes  

Receivables — Net  

....  139 

138 

211 

239 

321 

426 

...  193 

257 

369 

370 

668 

1,038 

Total  Cufrent  Assets  

$382 

$477 

$627 

$638 

$1,081 

$1,632 

Land,  Buildings,  and  Equipment — Net  

223 

231 

280 

294 

472 

834 

Miscellaneous  Assets  ;  

13 

15 

18 

22 

23 

139 

Total  Assets  '.  

$618 

$723 

$925 

$954 

$1,576 

$2,605 

Liabilities  and  Net  Worth 

Banks  and  Other  Loans  Payable  

$  93 

$  9 

$  121 

$  125 

Accounts  Payable  and  Accrued  Expenses 

. . . .$  53 

$  60 

123 

121 

250 

261 

Reserve  for  Taxes  on  Income  

20 

37 

27 

32 

73 

146 

Total  Current  Liabilities  

.  ...$73 

$  97 

$243 

$162 

$  444 

$  532 

37 

25 

101 

Reserve  for  Contingent  Taxes  on  Income 

Total  Liabilities  

.  .1^73 

$  97 

$280 

$187 

$  545 

$  532 

Capital  Stock: 

$  86 

$100 

$100 

$100 

$  100 

$  850 

160 

160 

160 

160 

704 

704 

Surplus: 

Paid-in  Surplus  

6 

6 

6 

6 

6 

6 

Earned  Surplus  

293 

360 

379 

501 

221 

513 

Total  Net  Worth  

$545 

$626 

$645 

$767 

$1,031 

$2,073 

Total  Liabilities  and  Net  Worth  

$618 

$723 

$925 

$954 

$1,576 

$2,605 

*  Figures  have  been  revised  to  give  effect  to  renegotiation,  accelerated  amortization  of  war  facilities,  and  ad- 
justed federal  taxes  on  income. 
Source:  Company  records. 
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trial  tractor  (1948),  and  a  bottom-dump,  rubber-tired,  earth-moving 
wagon  (1948)."  The  four-wheel  industrial  tractor  had  been  designed 
in  conjunction  with  a  new  type  of  LaPlant-Choate  bulldozer  and  would 
be  sold  in  competition  with  crawler  and  rubber-tired  tractors.  "The  most 
important  single  factor  in  our  future,"  said  Mr.  Choate,  "will  be  the 
sales  of  our  new  two-wheel  tractor-scraper  rig."  Not  only  was  the 
company  expecting  to  increase  the  number  of  products  manufactured, 
but  it  was  considering  the  establishment  of  a  plant  in  England.  (See 
Exhibit  10.) 

As  of  January  31,  1947,  the  company  issued  an  additional  4/io  of  a 
share  for  each  share  of  common  stock  outstanding  and  on  March  31, 
1947,  paid  a  quarterly  cash  dividend  on  the  increased  shares  then  out- 
standing. The  par  value  of  the  common  stock  was  $5  per  share;  the 
market  price  for  the  stock  on  February  1,  1947,  was  approximately  $14. 

Exhibit  8 — Continued 


Assets  1942* 

Cash  $  133 

United  States  Tax  Notes  

Receivables — Net   580 

Inventories   1,595 

Total  Current  Assets   $2,308 

Land,  Buildings,  and  Equipment — Net..  887 

Miscellaneous  Assets   31 

Total  Assets  $3,226 

Liabilities  and  Net  Worth 

Banks  and  Other  Loans  Payable  $  625 

Accounts  Payable  and  Accrued  Expenses .  321 
Reserve  for  Taxes  on  Income   190 

Total  Current  Liabilities  $1,136 

Long-Term  Liabilities  

Reserve  for  Contingent  Taxes  on  Income . 

Total  Liabilities  $1,136 

Capital  Stock: 

Preferred  Stock  $  850 

Common  Stock   704 

Surplus: 

Paid-in  Surplus   6 

Earned  Surplus   530 

Total  Net  Worth  $2,090 

Total  Liabilities  and  Net  Worth. . .  .$3,226 


Jan.  31 


1943* 

1944* 

1945* 

1946 

1947 

$  284 

$1,500 

$1,320 

$  526 

$  607 

306 

803 

1,015 

1,468 

1,638 

1,198 

575 

882 

2,010 

2,213 

1,876 

2,438 

3,411 

$4,068 

$6,154 

$5,409 

$3,539 

$4,900 

870 

759 

562 

776 

883 

109 

254 

131 

137 

49 

$5,047 

$7,167 

$6,102 

$4,452 

$5,834 

$1,250 

$1,750 

$  750 

$1,060 

658 

1,019 

1,017 

$1,234 

1,030 

733 

1,696 

1,285 

258 

$2,641 

$4,465 

$3,052 

$1,234 

$2,358 

153 

258 

350 

350 

350 

$2,794 

$4,723 

$3,402 

$1,584 

$2,708 

$  850 

$  746 

$  735 

704 

706 

710 

$1,040 

$1,456 

6 

8 

15 

541 

126 

693 

984 

1,240 

1,287 

1,544 

$2,253 

$2,444 

$2,700 

$2,868 

$3,126 

$5,047 

$7,167 

$6,102 

$4,452 

$5,834 
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Exhibit  9 

LaPlant-Choate  Manufacturing  Co.,  Inc. 
Profit  and  Loss  Statements  for  the  Years  Ended  June  30,  1936-46 
(In  Thousands) 


1936 

19V 

1938 

1939 

1940 

1941* 

Net  sales  

.$1,144 

$1,551 

$1,523 

$1,812 

$2,466 

$3,933 

Cost  of  sales,  operating  expense,  etc. .  . 

997 

1,363 

1,446 

1,610 

2,081 

3,415 

$  147 

$  188 

$  77 

$  202 

$  385 

$  518 

Depreciation  and  amortization  

33 

 32 

31 

35 

39 

63 

$  114 

$  156 

$  46 

$  167 

$  346 

$  455 

Add:  Interest  earned,  etc  

2 

3 

4 

3 

3 

Deduct:  Interest  paid  

2 

5 

5 

9 

Profit  before  taxes  on  income  

$  114 

$  158 

$  47 

$  166 

$  344 

$  449 

Provisions  for:  

Taxes  on  income  

20 

37 

10 

32 

73 

114 

Contingent  taxes  on  income  

Net  profit  

.$  94 

$  121 

$  37 

$  134 

$  271 

$  335 

Earnings  per  share  of  common  stock . . 

.$41.75$ 

$71.90{ 

$18.85t 

$79.45t 

$  1.88ft 

$  2.30| 

Dividends  per  share  of  common  stock . 

.$  3-00 

$29.00 

$  7.00 

$  3.50U  $  3.86 

$  0.15 

Exhibit  10 

Current  Product  Lines  of  Two  Competing  Companies 


Caterpillar  Tractor  Company 

Diesel  engines 
Tractors 
Motor  graders 
Bulldozers 
Scrapers 
Cranes* 
Shovels* 
Pipe  layers* 
Logging  arches* 
Loaders* 
Compressors* 
Miscellaneous  equipment* 

*  Manufactured  for  the  Caterpillar  company  by  other  concerns;  this  equipment,  designed 
to  be  used  with  Caterpillar  motive  power,  was  sold  through  the  Caterpillar  distributor  or- 
ganization. 

Note:  All  the  above-listed  equipment  was  manufactured  in  different  sizes  and  models. 
Source:  Annual  reports  of  respective  companies. 


R.  G.  LeTourneau  Company 
Tournapulls 

Tournadozers  (four-wheel,  rubber-tired 

tractor  with  attached  dozer) 
Scrapers 
Angledozers 
Bulldozers 
Tiltdozers 

Land-clearing  equipment 
Cranes 

Concrete  mixers 
Wagons  and  trailers 
Special  equipment 
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July  1,1946 
to 

1942*       1943*       1944*  1945*        1946  Jan.  32, 1947 

Net  sales  $5,238     $7,617     $12,485  $14,746     $8,379  $6,915 

Cost  of  sales,  operating  expense,  etc. .  4,669       6,440       10,660  12,879       8,092  6,220 

$  569     $1,177     $  1,825'  $  1,867     $  287     $  695 

Depreciation  and  amortization               159         194           267  298         131  63 

$  410     $  983     $  1,558  $  1,569     $  156     $  632 

Add :  Interest  earned,  etc                          2            4             4  12  7  10 

Deduct:  Interest  paid   8   25   43   40   29  11 

Profit  before  taxes  on  income  $  404     $  962     $1,519  $1,541     $  134     $  631 

Provisions  for: 

Taxes  on  income                             148         518          973  1,043  75f  247 

Contingent  taxes  on  income  153  105   92 

Net  profit  $  256     $  291     $    441  $    406     $  209     $  384 

Earnings  per  share  of  common  stock  .$  1.50ft  $  1.75ft  $   2.8l||  $   2.60H  $  0.96**  $  1.32ft 

Dividends  per  share  of  common  stock  .$  0.60     $0.60     $   0.75  $   0.80  $0.80 

*  Figures  have  been  revised  to  give  effect  to  renegotiation,  accelerated  amortization  of  war  facilities,  and  ad- 
justed federal  taxes  on  income. 

t  Excess  of  claim  for  refund  of  federal  taxes  on  income  arising  from  carry-back  of  unused  excess  profits  tax 
credit  over  tax  payable  for  year. 

%  Based  on  1,600  common  shares,  $100  par  value. 

||  Based  on  141,120  common  shares. 

If  Based  on  142,024  common  shares. 

**  Based  on  208,000  common  shares. 

ft  Based  on  291,200  common  shares. 

XX  Stock  dividend. 

Source:  Company  records. 


ALLEN  B.  DuMONT  LABORATORIES,  INC. 


Allen  B.  DuMont  Laboratories,  Inc.,  a  pioneer  in  the  develop- 
ment of  the  commercialized  cathode-ray  tube,  had  grown  from  a  base- 
ment research  laboratory  in  1931  to  a  corporation  with  total  assets  of 
over  $39  million  in  the  beginning  of  1951.  Sales  volume  for  1950 
was  approximately  $75  million. 

The  company's  growth  after  World  War  II  was  a  part  of  the  expan- 
sion of  the  television  industry  in  the  United  States.  Prior  to  1946  there 
had  been  approximately  8,000  television  receiver  sets  manufactured  and 
sold;  by  the  end  of  1950,  roughly  11  million  sets  had  been  installed  in 
63  markets.  Exhibit  1  presents  annual  unit  sales,  dollar  value,  and 
average  retail  price  of  television  sets  from  1946  through  1950. 

The  DuMont  company  consisted  of  six  main  divisions :  ( 1 )  cathode- 
ray  tube,  ( 2 )  instrument,  ( 3 )  television  transmission  equipment,  ( 4 ) 
television  receiver  sets,  ( 5 )  electronic  parts,  and  ( 6 )  the  DuMont  tele- 
vision broadcasting  network.  These  six  divisions  actually  placed  the 
DuMont  organization  in  every  segment  of  the  expanding  television  in- 
dustry— from  production  of  the  basic  cathode-ray  tube  to  the  provision 
of  entertainment  for  the  television  audience.  Each  of  the  divisions  manu- 
factured a  product  or  performed  a  service  for  a  separate  market,  al- 
though all  were  directly  related  to  television.  Dr.  Allen  B.  DuMont, 
company  founder  and  president,  said,  in  regard  to  his  concern's  opera- 
tions: "We  have  a  position  in  the  television  industry  which  we  are 
going  to  maintain.  As  an  integrated  company  we  are  dependent  on 
no  one  for  any  of  the  basic  television  functions.  We  will  maintain  our 
position  in  the  television  industry  by  remaining  an  integrated  com- 
pany." Early  in  1948  a  rumor  had  circulated  through  the  trade  that 
Dr.  DuMont  was  placing  his  company's  television  broadcasting  network 
on  sale.  In  a  statement  to  the  press,  however,  Dr.  DuMont  declared: 
"We  have  been  in  television  since  the  beginning,  and  we  intend  to 
remain  in  television."  He  added  that  the  six  divisions  of  the  company, 
including  the  network,  "are  not  for  sale,  nor  will  be  offered  for  sale." 
In  January,  1951,  Dr.  DuMont  reaffirmed  his  intention  to  maintain  his 
company's  integrated  operations  in  the  television  industry. 
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Although  television  reptesented  an  immediate  field  of  endeavor  for 
the  DuMont  company,  it  still  concentrated  on  research  and  develop- 
ment of  other  commercial  uses  of  the  cathode-ray  tube.  The  company's 
director  of  research,  Dr.  Thomas  T.  Goldsmith,  Jr.,  stated  that  the 
potential  industrial  uses  of  the  cathode-ray  tube  were  innumerable,  in- 

Exhibit  1 

Sales  of  Television  Receiver  Sets  in  the  United  States 


Year 

Unit  Sales 

Retail  Value 

Average 

Retail  Price 

1946  

10,000 

$  5,000,000 

$500 

1947  

250,000 

100,000,000 

400 

1948  

1,000,000 

350,000,000 

350 

1949  

3,000,000 

950,000,000 

317 

1950  

7,000,000 

2,149,000,000 

307 

Total  

11,260,000 

$3,554,000,000 

Source:  Radio  and  Television  Retailing,  January,  1951,  p.  38. 

eluding  industrial  control  devices,  telemetering  devices,  camera-shutter 
timers,  and  electrocardiographs. 

DR.  ALLEN  B.  DUMONT— COMPANY  FOUNDER  AND  PRESIDENT1 

Allen  B.  DuMont,  age  fifty,  received  an  electrical  engineering  degree 
from  Rensselaer  Polytechnic  Institute  in  1924.  (In  1944  an  honorary 
Doctor  of  Engineering  degree  was  conferred  upon  him  by  that  insti- 
tute. )  Prior  to  his  college  training,  Dr.  DuMont  had  studied  electricity 
and  had  operated  an  amateur  radio  transmitting  station.  After  gradua- 
tion from  college  he  joined  the  Westinghouse  Lamp  Company  as  an 
engineer  in  the  development  laboratory  and  later  supervised  the  manu- 
facture of  various  radio  receiving  tubes.  During  this  time  Dr.  DuMont 
applied  for  ten  patents  covering  improvements  which  he  had  developed 
in  tube  production,  and  in  1927  and  1928  the  Westinghouse  Lamp 
Company  awarded  him  prizes  of  $500  for  his  innovations.  In  1928 
Dr.  DuMont  joined  the  DeForest  Radio  Company  as  chief  engineer.  He 
later  became  vice-president  of  this  organization  in  charge  of  research 
and  development.  While  with  DeForest,  Dr.  DuMont  was  in  charge  of 
reorganizing  its  production  system,  which  included  designing  a  new 
line  of  radio  tubes,  laying  out  and  designing  factory  equipment,  and 
hiring  and  supervising  engineering  and  factory  personnel.  He  also  had 


1  Facts  in  this  section  were  taken  from  a  brief  biography  of  Dr.  DuMont  which  ap- 
peared in  Current  Biography  for  June,  1946. 


618 


POLICY  FORMULATION  AND  ADMINISTRATION 


occasion  to  work  with  the  DeForest  television  project  and  later  became 
its  director. 

However,  in  1931  the  DeForest  Radio  Company  failed,  and  Dr.  Du- 
Mont  was  without  a  job  in  the  midst  of  the  severe  depression.  It  was 
then  that  he  decided  to  experiment  with  cathode-ray  tubes  on  a  full- 
time  basis  in  his  own  laboratory  and  conceived  the  idea  of  commer- 
cializing this  tube.  With  $500  he  hired  several  glass  blowers  and  began 

Exhibit  2 

Allen  B.  DuMont  Laboratories,  Inc. 

Selected  Statistics,  1931-50 


Year 


1931. 
1932. 
1933. 
1934. 
1935. 
1936. 
1937. 
1938. 
1939. 
1940. 
1941. 
1942. 
1943. 
1944. 
1945. 
1946. 
1947. 
1948. 
1949. 
1950. 


Sales 


1 

12 
18 
36 
71 
103 
94 
117 
176 
648 
2,172 
4,648 
9,129 
6,971 
2,287 
11,112 
26,934 
45,154 
76,096: 


70.00 
,850.73 
,261.13 
,179.78 
,413.75 
,035.00 
,679.00 
,200.00 
,011.00 
,192.00 
,028.00 
,824.19 
,345.71 
,507.39 
,497.53 
,167.00 
,363.00 
,239.00 
,470.00 
,028.00 


Employees 


12 


40 
61 
116 
214 
530 
927 
1,215 
998 
1,239 
1,673 
2,529 
3,084 
4,900 


Profit  or  Loss 


5  2,561 
8,581* 
95,105* 
78,599 
22,979* 
130,164 
206,824 
245,974 
37,650 
1,472,270* 
563,677 
2,701,767 
3,269,880 
6,900,788 


Cumulative 
Profit  or  Loss 


$  2,561 
6,020* 
101,125* 
179,724* 
202,703* 
72,539* 
134,285 
380,259 
417,909 
1,054,361* 
490,684* 
2,211,083 
5,480,963 
12,480,903 


*  Loss. 

Source:  Company  records. 

intensive  research  in  the  basement  of  his  home  in  Upper  Montclair, 
New  Jersey.  Dr.  DuMont,  to  continue  his  research,  was  forced  to  borrow 
on  his  life  insurance  and  from  his  relatives.  Although  he  hoped  to 
provide  a  practical  cathode-ray  tube  for  the  television  industry,  he  was 
forced  to  seek  other  markets  at  first  because  of  the  negligible  commer- 
cial interest  in  television  at  that  time.  The  company  therefore  concen- 
trated on  producing  various  tubes  for  use  in  scientific  laboratories  for 
instruments  such  as  the  oscillograph.  The  company  introduced  the  first 
domestic  cathode-ray  oscillograph  in  the  United  States  in  1932. 

Increased  demand  for  his  products  forced  Dr.  DuMont  to  seek  larger 
quarters  for  the  laboratory  (see  Exhibit  2).  In  1935  he  incorporated 
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the  business  and  moved  its  activities  to  a  store.  Pressed  for  additional 
capital  for  even  larger  quarters,  Dr.  DuMont  sold  his  invention  of  a 
cathode-ray  radio  tuning  indicator  (known  as  the  "magic  eye")  to  RCA 
for  $20,000,  retaining  a  license  for  the  laboratories.  With  these  funds 
Dr.  DuMont  purchased  an  abandoned  pickle  works  in  Passaic,  New 
Jersey,  to  which  the  laboratories  were  moved. 

In  1937  the  company  accelerated  its  television  development  work. 
In  1939  DuMont  television  receivers  were  on  display  in  conjunction 
with  the  television  exhibition  at  the  New  York  World's  Fair.  With  the 
advent  of  regularly  scheduled  video  broadcasting  in  that  year,  DuMont 
began  to  sell  its  receivers  to  the  public. 

In  the  latter  part  of  the  1930's  the  DuMont  company  designed  trans- 
mission equipment  for  television  broadcasting.  The  company  also  began 
experimental  television  broadcasting  from  Passaic,  New  Jersey,  and 
later  from  New  York  City.  The  initial  purpose  of  the  telecasting  was 
to  provide  a  basis  for  testing  the  DuMont  transmission  equipment.  This 
experimental  video  broadcasting  became  the  foundation  for  the  com- 
pany's commercial  network. 

WARTIME  OPERATIONS  OF  THE  DUMONT  LABORATORIES 

The  need  of  the  armed  services  for  precision  electronic  instruments 
during  World  War  II  greatly  increased  the  demand  for  DuMont  prod- 
ucts. The  company,  which  had  employed  about  12  persons  in  1935,  had 
a  work  force  in  1944  of  1,200  people.  DuMont  sales  expanded  from 
$117,000  in  1939  to  over  $9  million  in  1944.  To  house  its  increased 
production,  several  annexes  to  the  DuMont  Passaic  plant  were  erected, 
and  additional  plants  were  built  in  Clifton,  New  Jersey. 

Wartime  products  manufactured  by  the  company  consisted  of  equip- 
ment for  radar  and  loran  (a  sea  and  air  navigational  system),  oscil- 
lographs, and  many  other  precision  cathode-ray  tube  products.  The 
company  was  awarded  three  Army-Navy  "E"  's. 

Throughout  World  War  II,  commercial  television  activities  in  the 
United  States  had  virtually  stopped.  The  company,  however,  continued 
with  its  television  research  and  broadcasting.  In  1943  DuMont  began 
to  accept  commercially  sponsored  programs  for  transmission  over  its 
New  York  City  station  so  that  it  was  able  to  continue  with  its  study  of 
various  types  of  video  entertainment. 

RECONVERSION — 1 946 

In  1945,  DuMont  war  contracts  were  canceled.  The  company's  im- 
mediate objective  of  starting  full-scale  production  of  television  receiver 
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Exhibit  3 

Allen  B.  DuMont  Laboratories,  Inc. 

Administrative  Organization  Chart 
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sets  and  transmission  equipment  necessitated  the  conversion  of  most  of 
its  plants  from  war  work. 

Two  major  problems  in  1946  prevented  the  company  from  expand- 
ing its  peacetime  business  in  television.  First,  serious  shortages  of  ma- 
terials resulting  from  postwar  strikes  hampered  reconversion  of  plants 
and  facilities.  Second,  television  expansion  proved  disappointing,  despite 
the  predictions  of  many  industry  leaders  that  1946  was  to  be  television's 
first  "big  year,"  with  predicted  sales  of  100,000  to  200,000  sets.  Here 
the  industry  controversy  over  television  broadcasting  standards,  which 
had  been  in  existence  since  1944,  was  the  major  stumbling  block.  One 
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Exhibit  3 — Continued 


PRESIDENT 
Dr.  Allen  B.  Du  Mont 


segment  of  the  industry,  led  by  the  Columbia  Broadcasting  System,  had 
favored  the  scrapping  of  black-and-white  television  standards  in  the 
very  high  frequencies  in  favor  of  the  CBS  color  system  in  the  ultra-high 
frequencies.  The  Federal  Communications  Commission,  the  government 
administrative  body  responsible  for  the  establishment  of  standards  and 
the  allocation  of  station  frequencies,  reviewed  the  proposals  for  color 
as  against  black-and-white  television. 

CBS  argued  that  color  television  was  a  commercial  reality  and  that 
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the  public  interest  would  be  served  best  by  eliminating  the  production 
of  black-and-white  sets  and  concentrating  on  manufacturing  color  sets. 
The  Radio  Corporation  of  America,  supported  by  DuMont,  maintained 
that  the  CBS  color  system  was  mechanical  and  unsuitable  for  commer- 
cialization. They  believed  that  color  television  required  further  research 
and  that  the  public  could  enjoy  years  of  black-and-white  television  on 
sets  that  were  ready  for  production  while  all-electronic  color  television 
was  being  perfected. 

While  the  television  standards  controversy  existed,  set  manufacturers 
did  not  produce  television  receivers.  If  the  FCC  authorized  color  stand- 
ards, existing  sets  and  standard  models  designed  by  manufacturers 
would  become  obsolete,  since  the  standard  black-and-white  sets  would 
be  unable  to  receive  color  television  broadcasts  in  the  higher  frequen- 
cies. In  March,  1947,  the  FCC  ruled  that  black-and-white  television 
should  proceed  on  a  commercial  basis  in  its  assigned  frequencies  and 
that  color  television  should  continue  on  an  experimental  basis.  The 
Commissioner's  decision  became  the  signal  for  the  full-scale  expansion 
of  television  set  production. 

The  reconversion  problems,  coupled  with  the  effects  of  the  television 
standards  controversy,  resulted  in  sales  in  1946  for  the  DuMont  com- 
pany of  only  $2,287,186  and  a  net  loss,  after  tax  readjustments,  of 
$1,472,270.  By  early  1947  the  company  had  solved  its  reconversion 
problems,  and  it,  too,  began  expanding  television  set  production. 

COMPANY  ORGANIZATION 

For  organizational  purposes  there  were  four  main  operating  divisions, 
each  under  the  direction  of  a  major  executive  who  reported  directly  to 
Dr.  DuMont  (see  Exhibit  3).  The  vice-president  of  the  company, 
Mr.  L.  F.  Cramer,  was  responsible  for  the  television  receiver  manufac- 
turing and  the  electronic  parts  divisions.  Mr.  I.  G.  Rosenberg  was  head 
of  the  cathode-ray  tube  division,  Mr.  C.  E.  Williams  supervised  the  in- 
strument and  transmitter  divisions,  and  Mr.  M.  W.  Loewi  was  director 
of  the  DuMont  television  network.  The  director  of  the  research  division, 
Dr.  T.  T.  Goldsmith,  Jr.,  also  reported  directly  to  Dr.  DuMont,  as  did 
several  staff  executives. 

According  to  Dr.  DuMont,  the  main  objective  of  his  method  of 
organization  was  to  establish  responsibility  for  each  main  division  with 
one  executive.  Each  executive  could  then  act  as  though  he  were  con- 
ducting his  own  business — responsible  for  carrying  out  major  policies 
established  by  Dr.  DuMont  and  judged  according  to  the  operating  re- 
sults of  his  division. 
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All  product  divisions  except  the  television  receiver  division  were  self- 
sustaining  units,  as  far  as  organization  was  concerned.  The  divisions  had 
their  own  manufacturing,  sales,  and  purchasing  functions  apart  from 
similar  functions  in  other  divisions.  Television  receiver  sales  were  sepa- 
rated from  the  receiver  division  with  the  head  of  sales  reporting  directly 
to  Dr.  DuMont.  Accounting  was  centralized  with  the  company's  con- 
troller, who  also  reported  to  Dr.  DuMont. 

The  divisional  organization  had  been  established  after  the  war,  and 
its  characteristic  of  placing  responsibility  for  operations  on  one  execu- 
tive had  remained  unchanged.  A  new  division  on  a  par  with  other  major 
divisions  in  the  organization  had  been  established  in  1950,  however, 
when  the  head  of  the  cathode-ray  tube  division  began  reporting  directly 
to  Dr.  DuMont.  Prior  to  1950  the  tube  division  head  had  reported  to 
Mr.  Williams. 

TELEVISION 

Television  is  the  art  of  transmitting  pictures  and  sound  simul- 
taneously over  the  air  waves.  The  basis  of  modern  television  is  the 
cathode-ray  tube  which  Dr.  DuMont  developed  commercially.  The 
development  and  refinement  of  the  cathode-ray  tube  as  applied  to  tele- 
vision resulted  in  an  all-electronic  system  which  increased  the  clarity 
and  brightness  of  the  picture. 

Briefly  stated,  television  is  accomplished  by  translating  the  light- 
intensity  values  of  an  image  into  radio  waves  which  are  sent  over  the 
air.  On  the  receiving  end,  the  radio  waves  are  picked  up  and  reconverted 
into  light  values  on  the  screen  of  the  receiving  set.  At  both  the  trans- 
mitting and  the  receiving  ends,  the  cathode-ray  tube  is  the  instrument 
for  converting  light  intensity  into  electrical  charges  and  back  into  light 
again. 

In  the  television  camera,  the  cathode-ray  tube,  called  an  "iconoscope," 
or  an  "orthicon,"  has  a  light-sensitized  plate  upon  which  is  focused  the 
object  to  be  televised.  A  flow  of  electrons  scans  the  image  on  the  plate 
in  a  systematic  fashion  and  causes  a  discharge  of  electrical  current  that 
varies  with  the  light  intensity  of  the  various  parts  of  the  image.  It  is  this 
electrical  impulse  that  is  converted  into  radio  waves  and  transmitted 
into  space  to  be  intercepted  by  the  antennae  connected  to  receivers. 
These  video  signals  pass  through  the  circuits  between  the  antennae  and 
receiver  and,  when  amplified,  start  a  flow  of  electrons  in  the  cathode- 
ray  tube  of  the  receiver.  The  electrons  scan  the  screen  of  the  cathode-ray 
tube  in  the  receiver  in  the  same  manner  as  on  the  television  camera. 
This  screen  is  coated  with  a  fluorescent  material  which,  when  bom- 
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barded  with  electrons,  begins  to  glow.  The  light  values  on  the  screen 
correspond  with  the  light  values  of  the  object  televised.  The  cathode-ray 
tube  screen  is  scanned  so  rapidly  that  it  is  not  apparent  to  the  human 
eye.  Each  picture,  technically  referred  to  as  a  "frame,"  is  created  in  such 
rapid  succession  that  it  appears  as  one  continuous  picture,  thereby  cre- 
ating the  optical  illusion  of  motion.  With  present  television  standards, 
thirty  frames  appear  on  the  receiver  each  second. 

The  development  of  television  cannot  be  attributed  to  one  man.  It 
was  a  result  of  the  efforts  of  many  scientists  working  independently  in 
various  fields  of  chemistry  and  physics.  Without  the  basic  knowledge  of 
electricity,  light-sensitized  elements,  and  wave  propagation,  the  develop- 
ment of  the  vacuum  tube,  radio,  and  then  television  could  not  have  been 
possible. 

THE  TELEVISION  INDUSTRY 

The  television  industry  had  developed  as  an  outgrowth  of  the  radio 
industry.  Most  concerns  in  various  divisions  of  the  radio  industry  began 
manufacturing  products  for  television.  As  of  December  21,  1950,  there 
were  approximately  1,200  manufacturers  in  the  radio  and  television  in- 
dustries, representing  an  investment  of  about  $105  million  and  employ- 
ing 135,000  people. 

The  television  industry  consisted  of  four  main  divisions:  (1)  com- 
ponent parts  manufacturing  ( including  tubes ) ,  ( 2 )  set  manufacturing, 
(3)  transmission  equipment  manufacturing,  and  (4)  broadcasting. 
The  activities  of  individual  companies  in  the  industry  frequently 
spanned  several  of  these  divisions. 

The  growth  and  development  of  the  four  divisions  of  the  industry 
were  interrelated.  The  expansion  of  television  receiver-set  output  de- 
pended on  the  availability  of  television  entertainment;  the  ultimate 
profitability  of  television  broadcasting  depended  to  a  considerable  de- 
gree on  set  circulation  and  the  size  of  the  audience  viewing  the  pro- 
grams. 

The  following  excerpt  from  an  article  by  Donald  Horton,  former 
manager  of  CBS  Television  Audience  Research  Institute,  appeared 
early  in  the  postwar  days  of  the  television  industry: 

The  problem  of  getting  television  off  to  a  good  financial  start  is  sometimes 
stated  as  a  "vicious  circle"  dilemma,  namely,  without  a  large  audience,  no  large 
advertising  investment;  without  adequate  programming,  a  limited  sale  of  sets 
and  a  small  audience.  Put  in  this  way,  the  problem  seems  insoluble;  but  it  will 
probably  not  be  necessary  to  solve  the  entire  equation  simultaneously. 

The  first  wave  of  receiver  sales  may  be  based  on  the  interest  of  sport  fans, 
since  television  can  even  now  cover  sports  more  effectively  than  any  other 
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medium,  and  the  costs  are  not  excessive.  On  the  basis  of  this  audience,  certain 
advertisers  will  be  attracted  to  the  medium,  and  their  investment  will  permit 
the  development  of,  say,  wider  coverage  of  current  events,  which  will  in  turn 
attract  additional  viewers.  By  this  process  of  selective  appeal,  one  group  after 
another  of  potential  viewers  may  be  interested,  until  finally  the  broadcaster  is  in 
a  position  to  create  the  high-priced  dramatic  and  comedy-variety  programs  of 
universal  popularity.2 

Exhibit  4 

Set  Circulation  Data 


City 


Albuquerque . 


Ames  

Atlanta  

Baltimore  

Binghamton  (N.Y.).  ....... 

Birmingham  

Bloomington  (111.)  

Boston  

Buffalo  

Charlotte  

Chicago  

Cincinnati  

Cleveland  

Columbus  

Dallas,  Fort  Worth  

Davenport,   Moline,  Rock 

Island,  East  Moline  

Dayton  

Detroit  

Erie  

Fort  Worth,  Dallas  

Grand  Rapids  , 

Greensboro  

Houston  

Huntington,  Charleston .... 

Indianapolis  

Jacksonville  

Johnstown  

Kalamazoo,  Battle  Creek  .  .  . 

Kansas  City  

Lancaster  

Lansing  


No.  of 
Outlets 


Sets  in 
Area 


6,100 

30,198 
67,800 
252,226 
30,110 
27,500 
12,200 
609,388 
160,180 
43,504 
737,407 
223,000 
372,213 
122,000 
91,877 

32,199 
146,000 
376,706 
42,576 
91,877 
97,166 
35,901 
56,578 
30,000 
102,000 
22,000 
54,472 
95,860 
83,450 
71,951 
32,500 


City 


Los  Angeles  

Louisville  

Memphis  

Miami  

Milwaukee  

Minneapolis,  St.  Paul  

Nashville  

New  Haven  

New  Orleans  

New  York  

Newark  

Norfolk  

Oklahoma  City  

Omaha  

Philadelphia  

Phoenix  

Pittsburgh  

Providence  

Richmond  

Rochester  

Salt  Lake  City  

San  Antonio  

San  Diego  

San  Francisco  

Schenectady,  Albany-Troy 

Seattle  

St.  Louis  

Syracuse  

Toledo  

Tulsa  

Utica-Rome   

Washington  

Wilmington  (Del.)  


No.  of 
Outlets 


Markets  on  air   63 

Stations  on  air  107 

Estimated  total  sets  in  use  9,832,000 


Note:  Totals  for  each  market  represent  estimated  sets  within  the  televiewing  area.  Where  coverage  areas  over- 
lap, set  counts  may  be  partially  duplicated.  Sources  of  set  estimates  are  based  on  data  from  dealers,  distributors, 
TV  circulation  committees,  electric  companies,  and  manufacturers.  Since  many  are  compiled  monthly,  some  may 
remain  unchanged  in  successive  summaries.  Total  number  of  sets  in  all  areas  is  necessarily  approximate. 

Source:  Broadcasting-Telecasting,  January  1,  1951,  p.  56. 


2  "Television:  Problems  and  Prospects,"  Dun's  Review,  August,  1947,  p.  18. 
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Exhibit  4  shows  the  circulation  of  television  receiver  sets  by  city  as 
of  January  1,  1951.  The  following  are  statistics  on  the  total  estimated 
set  installations  as  of  January  from  1947  to  1951,  inclusive: 


Estimated 

As  of  January  Installations 

1947   60,100 

1948   165,700 

1949  Approx.  1,000,000 

1950   3,395,000 

1951   9,832,000 


The  long-range  potential  market  for  initial  purchases  of  television 
sets  was  approximately  45  million,  based  on  the  number  of  homes 
equipped  with  radios  in  the  United  States.3  With  less  than  10  million 
sets  installed  as  of  January,  1951,  market  saturation  was  under  25%. 
This  saturation  percentage  represented  a  substantial  increase  over  the 
preceding  years,  but  the  potential  market  for  television  receiver  sets 
still  remained  large.  Factors  limiting  the  market  saturation  rate  were: 
( 1 )  the  lack  of  any  television  broadcasting  in  some  areas,  and  ( 2 )  the 
limited  programing  in  other  areas  that  had  not  as  yet  been  joined  with 
the  growing  intercity  network  facilities.  As  of  January  1,  1951,  there 
were  107  television  stations  on  the  air  in  63  market  areas  having  a  total 
population  of  approximately  91  million  people.  (See  Exhibit  5  for  a 
television  map  of  the  United  States.)  As  of  January  1,  1951,  there  were 
2,259  AM  radio  stations  on  the  air  in  all  parts  of  the  United  States; 
there  were  a  total  of  73  million  home  radio  sets  in  use,  and  45  million 
homes  were  equipped  with  one  or  more  radio  sets.4 

The  number  of  television  broadcasting  stations  operating  in  the 
United  States  had  approximately  doubled  each  year  from  January,  1948, 
to  January,  1950.  The  rate  of  station  expansion,  however,  had  stopped 
abruptly  as  a  result  of  a  freeze  order  on  new  station  permits  which  the 
FCC  had  imposed  in  September,  1948.  The  freeze  was  ordered  pending 
an  investigation  of  television  frequency  allocations.  Television  broad- 
casting had  been  assigned  the  so-called  very  high  frequencies  ( VHF ) , 
with  twelve  channels  allocated  in  the  54-216  megacycles  range.  The 
Commission  found  that  station  interference  existed,  particularly  where 
two  stations  within  a  radius  of  250  miles  operated  on  the  same  wave 
length.  In  order  to  eliminate  interference  and  to  provide  for  expanded 
nation-wide  television  service,  the  Commission  was  considering  the 


3  Radio  and  Television  Retailing,  January,  1951,  p.  38. 

4  Ibid. 
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granting  of  television  station  licenses  in  the  ultra-high  frequencies 
(UHF),  the  portion  of  the  frequency  spectrum  between  480  and  900 
megacycles. 

The  FCC  was  conducting  hearings  on  allocations  during  the  winter 
of  1950-51.  Dr.  DuMont  and  other  industry  leaders  were  urging  the 
rapid  completion  of  the  hearings,  a  decision  to  open  the  UHF  band  to 
television  broadcasting,  and  a  lifting  of  the  freeze  on  station  construc- 
tion. 

A  second  factor  limiting  the  market  saturation  rate  was  the  restric- 
tion of  simultaneous  television  network  entertainment  to  those  cities 
which  were  linked  to  television  network  facilities  being  constructed  by 
the  American  Telephone  and  Telegraph  Company.  As  of  January  1, 
195 1,  the  network  had  been  extended  to  connect  72  stations  in  42  cities, 
with  17,344  miles  of  intercity  connections  (see  Exhibit  6).  By  1946 

Exhibit  6 


Growth  of  Network  Facilities,  1946-50 


End  of — 

Cities  with 
Stations 

Connected  by  B 
Cities 

ell  Circuits 
Stations 

Stations  with 

Privately 
Owned  Relays 

Bell  Inter- 
connected 
Mileage 

1946  

4 

2 

3 

1 

476 

1947       ,  .. 

11 

5 

9 

1 

916 

1948 

30 

13 

30 

2 

3,550 

1949 

59 

26 

50 

3 

8,954 

1950  

66 

42* 

72* 

8 

17,344f 

*  Figures  do  not  include  Los  Angeles  (seven  stations)  and  San  Francisco  (three  stations),  which  are 
connected  to  each  other  but  not  to  the  East-Midwest  network. 

t  Two  circuits  (750  miles)  connecting  Los  Angeles  and  San  Francisco  are  not  included  in  this  total. 
Source:  Broadcasting-Telecasting,  January  1,  1951,  p.  58. 


only  476  miles  of  coaxial  cable  and  radio  relay  facilities  had  been  con- 
structed, connecting  three  stations  in  only  two  cities. 

A.  T.  &  T.  planned  to  connect  the  East  with  the  West  on  a  television 
network  sometime  in  1951  by  extending  the  radio  relay  between 
Omaha,  Nebraska,  and  San  Francisco,  California.  This  extension  would 
enable  television  set  owners  in  New  York  to  view  programs  emanating 
from  Los  Angeles,  since  San  Francisco  and  Los  Angeles  had  already 
been  connected. 

DUMONT  TELEVISION  RECEIVER  DIVISION 

The  DuMont  television  receiver  division  was  the  largest  manufactur- 
ing division  in  the  company.  Its  sales  volume  for  1947  through  1949 
in  dollars  and  as  a  percentage  of  total  company  sales  appears  on  p.  629. 
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Percentage 

Year  Sales  of  Total  Sales 

1947  $  7,774,128  69 

1948   18,441,487  68 

1949   33,469,234  74 


The  television  receiver  division  manufactured  twenty-eight  models 
with  retail  list  prices  ranging  from  $289.95  to  $795.00.  (See  Exhibit  8 
for  pictures  of  some  representative  models. )  The  retail  prices  of  receiver 
sets  were  exclusive  of  installation  and  service  charges,  which  were  ap- 
proximately $50.00. 

DuMont  television  receivers,  according  to  Dr.  DuMont,  were  de- 
signed for  the  medium-income  and  luxury  markets.  The  sets  featured 
only  large-size  picture  tubes  ranging  from  17  to  20  inches,  although  a 
30  inch  receiver  was  to  be  placed  on  the  market  in  March,  1951.  The 
company  emphasized  high  quality  and  performance  in  the  manufacture 
and  sale  of  receiver  sets.  (See  Exhibit  9  for  representative  advertise- 
ments of  DuMont  television  receiver  sets. ) 

There  were  approximately  100  manufacturers  of  television  receiving 
sets  in  the  United  States  in  1951.  One  forecast  of  1950  set  production, 
which  is  reproduced  in  Exhibit  7,  placed  DuMont  as  the  eighth  largest 
manufacturer  in  units  produced  and  total  factory  dollar  volume. 

The  larger  DuMont  competitors  produced  sets  for  the  mass  market, 
as  well  as  higher-priced  sets  for  the  luxury  market.  Recently,  com- 
petitors had  been  placing  increased  emphasis  on  large-size  tubes.  When 
these  concerns  had  promoted  10  inch  sets,  DuMont's  smallest  set  had 
featured  a  12/2  inch  tube.  As  these  competitors  increased  their  output  of 
12  and  16  inch  tubes,  DuMont  began  featuring  a  19  inch  tube.  A  16 
inch  table  model  set  produced  by  many  of  DuMont's  competitors  in 
early  1951  was  selling  at  around  $229.  DuMont's  lowest-priced  set,  the 
Sumter,  with  a  17  inch  rectangular  picture  tube,  was  listed  at  $289-95. 

DuMont  television  receivers  were  sold  in  five  regions  covering  all 
television  centers.  Forty  exclusive  distributors  sold  receivers  to  retailers, 
except  in  New  York  City,  where  the  company  sold  directly  to  retailers. 

The  company  manufactured  television  receiver  sets  in  a  plant  in  East 
Paterson,  New  Jersey.  This  plant  was  acquired  in  May,  1948,  and 
opened  for  production  in  July,  1949.  The  old  plant  facilities  had  limited 
the  company's  ability  to  expand  receiver  production.  The  new  plant  had 
a  floor  space  area  of  550,000  square  feet.  Television  chassis  were  as- 
sembled on  four  mechanized  conveyor  lines,  each  485  feet  long  and 
manned  by  approximately  100  workers.  The  company  purchased  all 
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Exhibit  7 


Forecast  of  Television  Receiving  Set  Production  by 
Companies,  1950 


Manufacturer 

Units 

Average 

Total  Value 

Factory  Price 

(Factory  Price) 

Admiral  

800,000 

$145.00 

$116,000,000 

RCA  

700,000 

155.00 

108,500,000 

Philco  

625,000 

145.00 

90,625,000 

Motorola  

535,000 

135.00 

72,225,000 

Zenith  

330,000 

165-00 

54,450,000 

Emerson  

330,000 

145.00 

47,850,000 

General  Electric  

300,000 

150.00 

45,000,000 

DuMont  

190,000 

225.00 

42,750,000 

Tele  Tone  

175,000 

125.00 

21,875,000 

Hallicrafters  

170,000 

140.00 

23,800,000 

Westinghouse  

150,000 

155.00 

23,250,000 

Avco  (Crosley)  

150,000 

150.00 

22,500,000 

Meek  

150,000 

115.00 

17,250,000 

Raytheon  (Belmont)  

140,000 

135.00 

18,900,000 

Sylvania  

120,000 

155.00 

18,600,000 

Magnavox  

100,000 

215.00 

21,500,000 

Capehart-Farnsworth  

100,000 

160.00 

16,000,000 

Olympic  

100,000 

145.00 

14,500,000 

Garad  (Majestic)  

100,000 

145-00 

14,500,000 

Hytron  (Air  King)  

100,000 

135.00 

13,500,000 

Total  

5,365,000 

$149.78 

$803,575,000 

(average) 

Source:  Retailing  Daily,  March  3,  1950. 


parts  for  receivers  except  the  picture  tube  and  the  tuner,  which  were 
manufactured  in  the  tube  and  electronic  parts  divisions,  respectively. 

In  expanding  television  receiver  production,  which  accounted  for  the 
bulk  of  the  concern's  sales  volume,  Dr.  DuMont  stated  that  he  had 
believed  a  sufficient  market  existed  for  better-quality  and  higher-priced 
sets  to  permit  a  rate  of  expansion  which  he  believed  desirable.  Dr.  Du- 
Mont stated  that  his  goal  for  expansion  after  1946  was  to  double  the 
sales  volume  each  year.  He  said,  further,  that  the  most  difficult  period 
of  expansion  for  the  company  as  a  whole  had  been  prior  to  1948,  when 
annual  sales  had  not  yet  reached  $11,000,000:  'The  bigger  you  get, 
the  easier  it  becomes  to  get  the  kind  of  people  you  want  in  the  organiza- 
tion because  it's  easier  to  pay  higher  salaries." 

It  was  possible  that  the  company  might  have  expanded  at  an  even 
faster  rate  than  it  had  if  Dr.  DuMont  had  decided  to  produce  television 
sets  for  the  mass  market.  Company  executives  had  from  time  to  time 
discussed  the  question  of  altering  product  policy  to  include  the  low- 
priced  sets,  but  Dr.  DuMont  declared:  "There  is  a  big  enough  market 
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Exhibit  9 

Allen  B.  DuMont  Laboratories,  Inc. 

A  Representative  Advertisement  of  DuMont  Television  Receiver  Sets 


Exhibit  9 — Continued 

Allen  B.  DuMont  Laboratories,  Inc. 

A  Representative  Advertisement  of  DuMont  Television  Receiver  Sets 
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for  one  company  which  specializes  as  we  do.  I  believe  you  can't  keep 
your  name  on  both  high-grade  and  low-grade  merchandise." 

In  early  1951  the  television  receiver  division  was  producing  sets  at 
the  peak  rates  attained  in  the  last  quarter  of  1950.  Dr.  DuMont  hoped 
to  maintain  the  division's  output  through  the  first  quarter  and  possibly 
through  the  second  quarter  of  1951.  The  expanded  national  defense 
program,  the  restrictions  on  the  use  of  cobalt,  copper,  and  other  ma- 
terials indicated  that  the  DuMont  company,  as  well  as  the  industry  as  a 
whole,  would  be  forced  to  curtail  set  production  during  the  latter  half  of 
1951,  if  not  sooner.  Whereas  production  for  the  industry  as  a  whole  in 
1950  equaled  7/4  million  sets,  some  forecasts  for  1951  called  for  5 
million  sets. 

Prior  to  the  war  in  Korea,  the  industry  had  experienced  seasonal 
declines  in  demand  during  the  late  spring  and  summer  months.  This 
seasonal  decline  seemed  to  be  following  the  pattern  in  the  radio  industry. 
During  the  lulls,  considerable  promotion  and  price  cutting  became  pre- 
dominant. The  company  curtailed  production  during  the  seasonal  slump 
and,  subsequently,  increased  it  in  the  late  summer  in  anticipation  of  the 
upswing  which  took  place  in  the  fall  and  winter. 

In  the  fall  of  1950  the  industry  experienced  a  short  period  of  decline 
in  demand,  which  various  industry  spokesmen  attributed  to  several 
factors;  for  example,  ( 1 )  the  excise  tax,  which  had  been  imposed  on 
television  sets  manufactured  after  November  1,  raised  prices;  (2) 
credit  restrictions  calling  for  higher  down-payments  and  a  shorter  period 
for  payment  discouraged  installment  sales,  which  were  important  in  the 
sale  of  sets  to  families  with  incomes  under  $5,000;  and  (3)  the  decision 
of  the  FCC  which  authorized  the  Columbia  Broadcasting  System's  color 
television  system  as  the  commercial  standard  discouraged  consumers 
from  purchasing  existing  black-and-white  sets. 

THE  COLOR  TELEVISION  DECISION 

In  a  prior  discussion  of  the  company's  reconversion  problems,  the 
1946  color  television  controversy  was  highlighted.  In  the  following 
years,  CBS,  RCA,  and  others  continued  research  and  development  work 
on  color  television.  The  CBS  system  received  increased  public  attention 
as  a  result  of  favorable  comments  following  a  series  of  closed-circuit 
color  telecasts  of  surgical  operations  shown  to  medical  groups.  In  1949 
the  FCC  opened  hearings  on  the  adoption  of  color  standards.  The  hear- 
ings concerned  the  review  of  three-color  television  systems  proposed  by 
CBS,  RCA,  and  Color  Television,  Inc.,  a  California  concern.  The  hear- 
ings continued  into  the  late  summer  of  1950;  and  they  were  attended 
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by  bitter  feelings,  accusations,  and  even  threats  of  antitrust  action  for 
alleged  blocking  of  the  development  of  color  television. 

In  the  fall  of  1950  the  Commission  issued  a  preliminary  finding  in 
favor  of  the  CBS  system.  The  finding  called  for  further  hearings  in  De- 
cember, 1950,  if  the  FCC  received  assurances  from  manufacturers 
within  30  days  that  future  sets  would  be  built  to  be  compatible  with 
the  Columbia  system.  The  industry  gave  no  such  assurances  concerning 
compatibility,  claiming  that  insufficient  time  was  allowed  for  the  en- 
gineering work  involved  in  building  in  such  compatibility.  The  FCC 
therefore  immediately  issued  another  decision  authorizing  the  adoption 
of  the  CBS  system  as  the  commercial  color  standard.  Individual  com- 
panies in  the  industry,  with  few  exceptions  and  including  DuMont, 
attacked  the  decision  as  being  unsound.  RCA  appealed  to  the  courts; 
and,  while  the  United  States  District  Court  in  Chicago  ruled  in  favor 
of  the  Commission,  it  also  maintained  its  temporary  restraining  order 
on  CBS  commercial  color  telecasts  pending  review  by  the  Supreme 
Court  of  the  United  States. 

The  major  objection  which  RCA  and  others  raised  against  the  CBS 
system  was  its  incompatibility  with  existing  black-and-white  standards. 
That  is,  existing  black-and-white  sets  would  not  be  able  to  receive  CBS 
color  broadcasts  even  as  black-and-white  pictures  unless  equipped  with 
an  adapter.  A  second  objection  was  that  the  CBS  system  was  not  all- 
electronic.  It  employed  a  mechanical  color  disc  or  drum  in  front  of  both 
the  camera  and  picture  tubes  to  reproduce  color.  Industry  spokesmen, 
including  Dr.  DuMont,  claimed  that  it  was  only  a  matter  of  time  before 
an  all-electronic  and  compatible  color  system,  such  as  that  proposed  by 
RCA,  would  be  ready  for  the  public. 

There  seemed  to  be  a  measure  of  agreement,  as  evidenced  by  com- 
ments in  the  press,  that,  as  of  the  time  of  the  hearings,  the  CBS  system 
produced  a  superior  picture  as  compared  to  the  RCA  system.  Dr.  Du- 
Mont stated  that  subsequent  to  the  FCC  decision  his  research  division 
had  improved  the  RCA  system  to  the  extent  that  it  produced  a  color 
picture  which  was  superior  to  the  CBS  picture  and  even  superior  to  the 
picture  developed  by  RCA.  Dr.  DuMont  further  claimed  that  the  CBS 
system  produced  a  picture  which  was  inferior  to  the  existing  black-and- 
white  picture  in  terms  of  resolution  and  brightness;  according  to  Dr. 
DuMont,  the  FCC  acknowledged  this  superiority  of  the  black-and- 
white  picture  compared  to  the  CBS  color  picture. 

A  third  objection  expressed  by  many  people  in  the  industry  was  that 
the  CBS  so-called  "mechanical"  system  limited  the  size  of  the  picture 
tube  to  12/2  inches,  since  the  color  disc  had  to  be  twice  the  diameter  of 
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the  tube.  The  Advisory  Committee  on  Color  Television,  headed  by  Dr. 
E.  U.  Condon,  Director  of  the  U.S.  Bureau  of  Standards,  in  a  report  to 
the  U.S.  Senate  Committee  on  Interstate  and  Foreign  Commerce  stated: 
"It  appears,  in  fact,  that  all  of  the  [three  proposed]  systems  may  use  a 
tri-color  tube  to  advantage,  and  this  fact  puts  all  three  systems  on  a  par 
with  respect  to  all-electronic  receiver  operation,  size  of  image,  and  angle 
of  view."5  In  late  1950  the  Radio  Corporation  of  America  announced 

Exhibit  10 

Number  of  Owned  and  Affiliated  Stations  in  the  Four 
Television  Networks,  December  1,  1949 

Number  of  owned  and  operated  stations 
Number  of  primary  affiliated  stations  ^ 

Number  of  secondary  affiliated  stations  \ 

Average  number  of  stations  on  net- 
work programs 

*  Stations  owned  by  stockholders  of  MBS. 
t  No  distinction  made  between  primary  and  secondary  affiliated  stations;  data  as  of  December  12, 1949. 
X  As  of  December  15,  1949. 

§  No  primary  and  secondary  affiliation  classification.  All  affiliated  stations  operate  under  multiple  affiliation 
with  four  major  networks;  twenty-six  stations  (including  three  owned  stations)  interconnected;  twenty-six  noninter- 
connected. 

f  Because  of  the  FCC  "freeze"  which  is  currently  limiting  the  number  of  network  affiliates  available  in  most  of 
the  markets  of  the  country,  MBS  has  not  as  yet  contracted  for  regular  connection  among  its  stockholder  stations  in 
the  East  and  other  stations  available  for  affiliation.  It  does  not  now  plan  to  do  so  at  any  specific  time  in  the  future. 
However,  it  is  expected  that  as  and  when  new  stations  are  getting  on  the  air  and  affiliations  become  available,  MBS 
will  undertake  television  networking. 

||  Per  sponsored  program. 

Source:  A.  N.  Goldsmith,  "Television:  Techniques  and  Applications,"  Harvard  Business  Review,  Vol.  XXVIII, 
No.  2  (March,  1950),  p.  63. 

the  development  of  a  tri-color  picture  tube,  and  several  individuals  ap- 
plied for  patents  on  tri-color  tubes. 

Pending  the  outcome  of  the  RCA  appeal  to  the  Supreme  Court,  CBS 
color  television  broadcasts  were  proceeding  on  an  experimental  basis. 
CBS  opened  color  demonstrations  in  New  York,  Philadelphia,  and 
Chicago,  to  which  the  public  was  invited.  Dr.  DuMont  stated  that  the 
CBS  color  demonstrations  were  discontinued  because,  he  believed,  there 
was  a  lack  of  interest  in  them  on  the  part  of  the  public. 

The  accelerated  defense  program  late  in  1950  and  early  1951  raised 
the  question  as  to  whether  color  television  would  become  available  to 
the  public  in  the  immediate  future.  Dr.  DuMont  believed  color  tele- 
vision was  "academic"  in  early  1950,  in  view  of  the  defense  electronics 
orders  and  shortages  of  materials. 

5  81st  Congress,  2d  Session,  Document  No.  197  (Washington,  D.C:  U.S.  Govern- 
rnerit  Printing  Office,  1950),  p.  36. 
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TELEVISION  BROADCASTING  DUMONT  NETWORK 

The  DuMont  television  network,  which  consisted  of  three  company- 
owned  stations  and  fifty-two  nonexclusive  affiliates  (see  Exhibit  10), 
had  been  operating  at  a  loss  since  its  inception.  Television  broadcasting 
revenues  and  losses  for  1943  through  1949  are  shown  in  Exhibit  11. 
The  company  announced  in  its  annual  report  for  1950  that  the  Du- 
Mont television  network  continued  to  operate  at  a  loss,  although  to 
a  considerably  less  extent  than  during  1949. 


Exhibit  11 

Allen  B.  DuMont  Laboratories,  Inc. 

Television  Broadcasting  Revenues  and  Losses,  1943-49 


Year 

Revenue 

Cost  of  Broadcasting 
Operations 

Net  Loss 

1943  

na 

na 

$  81,121 

1944  

na 

na 

173,311 

1945  

na 

na 

345,298 

1946  

$  71,184 

na 

704,051 

1947  

218,702 

$1,113,809 

895,107 

1948  

1,011,336 

2,435,424 

1,424,088 

1949  

2,435,966 

5,000,457 

2,564,491* 

na:  Not  available. 

*  Without  giving  effect  to  a  credit  of  $535,597  for  television  advertising  services 
rendered  to  the  television  receiver  division  of  the  company. 
Source:  Prospectus,  April  19,  1950,  and  company  records. 


Revenue  from  television  broadcasting  activity  was  derived  from  ad- 
vertisers. In  television  broadcasting,  as  in  standard  radio  broadcasting, 
the  advertisers  usually  paid  for  all  the  costs  of  assembling  a  program, 
including  the  salaries  of  performers,  writers,  and  program  director.  In 
addition,  the  sponsor  was  charged  for  rehearsal  time,  for  the  use  of 
studio  facilities  during  the  broadcast,  and  for  the  costs  of  transmitting 
video  and  sound  signals.  In  return  for  these  costs,  the  advertiser  pre- 
sented his  product  to  the  viewing  public  in  what  was  called  a  'com- 
mercial." 

Television  broadcasting  enabled  a  sponsor  to  present  his  product  in 
sight  and  sound,  thus  combining  the  narration  of  standard  broadcasting 
with  the  visual  presentation  effected  by  magazines.  In  television  the 
product  was  shown  to  the  public  in  motion,  supplemented  by  a  verbal 
announcement  as  to  its  merits.  Members  of  the  advertising  industry 
were  enthusiastic  regarding  the  potential  selling  power  of  the  television 
medium.  Industries  that  did  not  find  it  feasible  to  advertise  their  prod- 
ucts on  radio  could  use  television  because  of  its  sight  and  sound  charac- 
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teristics.  The  garment  industry,  for  example,  seldom  used  the  radio 
medium,  since  its  commercials  were  limited  to  verbal  advertising;  in 
television,  fashions  could  be  displayed,  as  well  as  discussed,  during  com- 
mercials. 

Exhibit  12 

Gross  Television  Network  Time  Sales  for  the  Periods 
January  to  October,  1949  and  1950* 


Product  Gr 


Apparel  

Automotive  and  accessories  

Beer,  wine,  and  liquor  

Building  materials  

Confectionery  and  soft  drinks  

Consumer  services  

Drugs  and  remedies  

Foods  and  food  products  

Gasoline,  lubricants,  and  other  fuels  

Horticulture  

Household  equipment  and  supplies  

Household  furnishings  

Industrial  materials  

Insurance  

Jewelry  

Office  equipment,  stationery,  and  writing  sup- 
plies   

Political  

Publishing  and  media  

Radio,  TV  sets,  phonographs,  musical  instru- 
ments, and  accessories  

Retail  stores  and  direct  mail  

Smoking  materials  

Soaps,  cleansers,  and  polishes  

Sporting  goods  and  toys  

Toiletries  and  toilet  goods  

Miscellaneous  


Total . 


Jan.-Oct.,  1950 


638,726 
3,779,042 
1,047,462 
70,950 
1,209,496 

213,665 

241,415 
4,184,644 
1,052,245 
1,140 
1,672,618 
1,541,069 

697,093 
41,650 

185,886 

28,290 
1,840 
152,401 

2,421,327 
41,874 
4,619,864 
440,620 
46,350 
2,735,279 
207,566 


$27,272,512 


Jan.-Oct.,  1949 


248,812 
922,317 
173,720 

145,373 
37,055 
142,900 
889,749 
469,491 

266,360 
498,966 


40,008 

9,120 

131,063 

1,792,807 
4,894 
1,704,208 
68,880 
49,305 
692,483 
21,454 


$8,320,608 


*  ABC,  CBS,  and  NBC  figures,  DuMont  not  reporting  in  1950.  1949  figures  are  for  all  four  TV  net- 
works. 

Source:  Publishers  Information  Bureau,  as  reprinted  in  Broadcasting-Telecasting,  January  8,  1951, 
p.  57. 

Exhibit  12  shows  gross  television  network-time  sales  for  the  periods 
January  to  October,  1949,  and  1950,  exclusive  of  DuMont  billings,  by 
product  groups. 

The  DuMont  network  was  in  competition  with  three  other  networks : 
(1)  National  Broadcasting  Company,  (2)  Columbia  Broadcasting 
System,  and  (3)  American  Broadcasting  System.  These  networks  are 
listed  in  order  of  size  of  revenue;  DuMont  ranked  fourth  in  terms  of 
revenue  from  network  telecasting. 
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Each  of  the  competitive  networks  had  been  established  in  AM  radi 
network  operations.  NBC  is  a  wholly  owned  subsidiary  of  RCA  and  the 
first  radio  network  organized.  Columbia  was  organized  shortly  after 
NBC,  and  ABC  was  organized  in  1943  to  acquire  the  Blue  Network 
which  the  FCC  ordered  separated  from  NBC.  The  Mutual  Broadcasting 
System  was  an  AM  radio  network  which  was  owned  by  its  affiliates. 
Pending  the  lifting  of  the  freeze,  MBS  had  not  actively  undertaken  the 
development  of  a  television  network. 

The  DuMont  network  competed  with  the  other  three  networks  in 
several  ways:  ( 1 )  in  selling  broadcast  time  to  advertisers,  (2)  in  se- 
curing entertainment  talent  for  shows,  and  ( 3 )  in  securing  the  attention 
of  the  viewing  public  The  public  had  a  choice  in  most  areas  of  tuning  a 
number  of  television  programs  at  any  given  hour  and  in  using  leisure 
time  in  other  ways,  such  as  listening  to  the  radio,  attending  motion  pic- 
tures, and  reading  books. 

All  television  networks  were  operating  at  losses  in  early  1951.  Ulti- 
mate profitability  depended  on  securing  a  large  number  of  viewers 
which  would  make  time-charge  increases  possible  and  on  convincing 
advertisers  that  television  would  be  effective  in  selling  products  when 
costs  of  television  advertising  were  compared  to  those  in  other  media. 

The  television  station  freeze  mentioned  previously  limited  the  audi- 
ence to  people  in  existing  television  areas.  As  compared  to  previous 
years,  the  20  million  families  living  within  range  of  television  broad- 
cast in  early  1951  represented  a  sizable  potential  audience  for  television 
programs.  The  potential  audience  for  radio  broadcasts,  however,  was 
much  greater,  since  the  entire  population  was  within  range  of  radio 
programs. 

The  cost  of  television. broadcasting  was  high  compared  with  costs  of 
other  advertising  media.  In  television  broadcasting,  technicians  and 
equipment  for  both  sight  and  sound  transmission  were  employed,  while 
radio  was  limited  to  sound  work.  Longer  rehearsal  periods  were  usually 
required,  as  compared  with  radio,  because  scripts  were  not  used  in  tele- 
vision, and  the  program  had  to  be  executed  with  split-second  accuracy 
for  the  maximum  audience  appeal.  One  writer  estimated  that  television 
broadcasting  would  have  to  be  at  least  three  times  as  effective  a  selling 
medium  as  sound  radio  broadcasting  to  compensate  for  the  added  ex- 
pense.6 ( Exhibit  1 3  presents  data  on  costs  of  leading  programs  televised 
by  the  four  networks. ) 

6  Lenox  R.  Lohr  (President  NBC),  Television  Broadcasting.  Production  Economics, 
Techniques  (New  York:  McGraw-Hill  Book  Co.,  1940),  p.  148. 


Exhibit  13 


Program  Cost  per  Thousand  Viewers* 


Program 

Network 

Advertiser 

Cost 

People 
(in  Thousands) 

Cost  per 
Thousand 

Com- 
mercial 
^Minutes 

Cost  per 
Commercial 
^Minutes 

Alnrirh  P'amilv 

I  llUi  llii  x  etiiiLLy  .... 

NBC 

?13  230 

6  400 

2  07 

X 

j 

0.69 

Arthur  Murray 

Party  Tunc 

DuMont 

Arthur  Murray 

26,000 

1,657 

15.69 

6 

2.62 

T\v da  n  w  3  v  Onpn 

±JL  KJ£L\u  vv  a. y  vypcn 

C               1  QQQ  ■> 

House  fM-F^) 

NBC 

Anchor  Hoclcing 

41,428 

<  CX  2  S  turnover^)  > 

7  29 

3D 

L         4  996  J 

Break  the  Bank .... 

NBC 

Bristol  Myers 

16,665 

6,324 

2.64 

3 

0.88 

C*ztT>tn\v\  Vifipn 

r         2  967  ^ 

(T  &  Th) 

DuMont 

Johnson  Candy 

17,800 

■s  (X  1.2  turnover)  > 

5.00 

6 

0.83f 

I          3,560  J 

Celebrity  Tune 

CBS 

Goodrich 

13,230 

3,864 

3-42 

3 

1.14 

Circle  Theatre 

NBC 

Armstrong 

16,715 

5,336 

313 

3 

1.04 

Ellery  Q^ueen 

DuMont 

Kaiser-Frazer 

15,000 

2,677 

5.60 

3 

1.87 

Fireside  Theatre .... 

NBC 

P&G 

17,080 

8,584 

1.99 

3 

0.66 

Ford  Theatre 

CBS 

Ford 

33,250 

5,984 

5.56 

6 

0.93 

Fred  Waring 

CBS 

General  Electric 

46,725 

4,168 

11.21 

6 

1.87 

Godfrey  and 

Friends 

CBS 

Pillsbury 

16,100 

7,952 

2.02 

3 

0.67 

Godfrey  and 

Friends 

CBS 

Chesterfield 

18,255 

8,000 

2.28 

3 

0.76 

Holiday  Hotel 

ABC 

Packard 

18  454 

2,387 

7  73 

2.58 

Ken  Murray 

CBS 

Anheuser-Busch 

47,635 

8,465 

5.63 

6 

0.94 

Kraft  TV  Theatre 

NBC 

Kraft 

27  025 

8  036 

3  36 

6 

0.56 

Leave  It  to  the  Girls 

NBC 

Regent 

8,705 

2,265 

3.84 

3 

1.28 

T  iirVv  SfnVp 
j—/ uli^  v  ijli  live 

Theatre 

NBC 

T  nrVv  Srn L^p 

3S  77S 

5,818 

6  IS 

U.  X  J 

6 

1.02 

f\^an  against  Crime 

CBS 

IS  3S6 

7,128 

2  IS 

j 

0.72 

N'lohawlc  Show- 

r          2  933  ~\ 

room  (^M,  'wT,  F) 

NBC 

LyxKJLLa.  VV  IV 

26  223 

JfY  1  8  fnrnnver^  > 

4.97 

^2 

l.lOf 

^          5,279  J 

Plainclothesman  .  .  . 

DuMont 

Harvester  Cigars 

13,000 

1,488 

8.74 

3 

2.91 

PhilcoTV  Play- 

house   

NBC 

Philco 

34,900 

11,921 

2.93 

6 

0.49 

Roller  Derby  

ABC 

Blatz 

9,067 

1,445 

6.27 

4t 

1.57 

Show  of  Shows  

NBC 

Snow  Crop 

26,906 

11,550 

2.33 

3 

0.78 

Talent  Scouts  

CBS 

Lipton 

10,600 

7,840 

1.35 

3 

0.45 

Stop  the  Music  

ABC 

Admiral 

15,340 

8,964 

1.71 

3 

0.57 

Stop  the  Music  

ABC 

Old  Gold 

18,900 

9,888 

1.91 

3 

0.64 

Studio  One  

CBS 

Westinghouse 

35,150 

5,670 

6.20 

6 

1.03 

Texaco  Theatre .... 

NBC 

Texaco 

54,995 

20,128 

2.73 

6 

0.46 

*  "Cost,"  includes  both  program  cost  and  time  cost.  "Viewers,"  based  on  American  Research  Bureau's  United  States  television 
audience  figures  which  show  both  homes  reached  and  viewers  per  set.  "Commercial  Minutes,"  an  hour  program  is  credited  with  six 
minutes,  a  half-hour  program  with  three  minutes,  etc. "Cost  per  Commercial  Minute,"  cost  per  thousand  viewers  divided  by  the  num- 
ber of  commercial  minutes.  The  above  figures  represent  only  the  raw  circulation  of  each  commercial  minute.  They  give  no  indication 
of  the  relative  effectiveness  of  the  program. 

t  Estimated. 

Source:  Television  Magazine,  December,  1950,  p.  8. 
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Although  television  programing  had  advanced  since  the  early  post- 
war years,  the  art  was  still  in  the  developmental  stages.  It  was  similar 
in  certain  respects  to  motion  pictures,  the  legitimate  stage,  and  sound 
broadcasting;  but  its  problems  were  not  identical  to  any  of  these.  In 
motion  pictures,  elaborate  settings  and  "on  location"  scenes  were  used, 
involving  expenditures  for  a  single  film  as  high  as  a  million  dollars.  If 
a  scene  was  spoiled,  retakes  could  be  made  until  the  desired  quality  was 
attained.  In  television,  however,  live  presentations  had  to  be  perfect; 
cuts  and  retakes  were  not  possible.  Furthermore,  the  high  costs  of  mo- 
tion pictures  were  feasible  because  the  films  were  exhibited  all  over  the 
United  States  for  numerous  showings.  As  of  1951,  the  feasibility  of  re- 
peat television  programs  had  not  been  determined,  and  the  use  of  mo- 
tion pictures  for  television  was  limited  to  newsreels  and  noncurrent  and 
class  B  films.  The  commercial  basis  for  using  current  motion  pictures  on 
television  had  not  been  agreed  upon  by  the  motion  picture  and  tele- 
vision industries.  Certain  techniques  used  on  the  legitimate  stage  and 
in  television  were  similar:  live  acting;  simple  settings,  as  compared  with 
motion  pictures;  and  recitation  of  lines  from  memory.  Theatrical  pro- 
ductions, however,  were  expensive,  with  average  production  costs  of 
$50,000;  the  return  on  theatrical  plays  was  based  on  lengthy  "runs"  at 
admission  prices  ranging  from  $1.20  to  over  $6.00. 

The  presentation  of  commercials  on  television  was  also  in  the  de- 
velopmental stage.  Commercials  must  appeal  to  the  eyes  of  the  viewer; 
those  that  could  not  hold  the  viewer's  attention  were  not  effective. 

The  nucleus  of  the  DuMont  network  consisted  of  its  three  wholly 
owned  stations:  WABD,  New  York;  WTTG,  Washington;  and 
WDTV,  Pittsburgh.  The  fifty-two  affiliated  stations  were  also  affiliates 
of  one  or  more  of  the  competitive  networks.  Dr.  DuMont  considered 
this  nonexclusive  affiliate  arrangement  temporary,  pending  the  lifting 
of  the  freeze.  DuMont's  Pittsburgh  station  was  the  sole  station  in  that 
city  and  therefore  transmitted  programs  from  all  networks. 

Dr.  DuMont  had  originally  planned  to  have  five  company-owned  sta- 
tions in  the  network,  the  maximum  allowable  under  FCC  regulations. 
Applications  before  the  FCC  for  station  licenses  for  Cleveland  and 
Cincinnati,  Ohio,  were  tabled  by  the  FCC  because  of  a  regulation  that 
limited  ownership  to  five  television  stations  by  any  one  company  or 
several  companies  under  common  control.  Since  Paramount  Pictures, 
Inc.,  owned  all  the  shares  of  DuMont  Class  B  common  stock  and  some 
shares  of  Class  A  common,  the  FCC  ruled  that  Paramount  and  DuMont 
were  under  common  control.  Paramount  Pictures,  Inc.,  had  been  granted 
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two  television  station  licenses,  and  DuMont  with  the  granting  of  the 
license  for  Pittsburgh  had  three  company-owned  television  stations. 
The  DuMont  company  was  appealing  the  FCC  ruling  which  had  placed 
DuMont  and  Paramount  under  common  control.  Paramount  Pictures, 
Inc.,  under  a  consent  judgment  arising  out  of  a  Sherman  Antitrust  Act 
suit,  had  been  reorganized  into  two  new  companies,  which  separated 
the  Paramount  motion  picture  production  and  distribution  activities. 
One  of  the  new  corporations,  Paramount  Pictures  Corporation,  held  the 
Class  B  and  some  Class  A  stock  in  DuMont,  and  owned  one  television 
station.  The  second  Paramount  station  was  acquired  by  the  new  distri- 
bution company.  It  seemed  likely,  therefore,  that  either  DuMont  or 
Paramount  was  eligible  to  own  one  additional  station,  even  if  the  FCC 
did  not  reverse  its  previous  ruling,  which  established  both  organizations 
under  common  control. 

The  DuMont  network  was  supervised  by  Commander  M.  W.  Loewi, 
the  director.  Commander  Loewi  joined  the  DuMont  organization  in  the 
early  1940's  as  vice-president  and  assistant  to  Dr.  DuMont.  He  had 
been  a  partner  in  an  investment  banking  house  prior  to  joining  Du- 
Mont, and  he  had  assisted  the  company  in  its  early  financing  problems. 
Commander  Loewi  served  in  the  Navy  during  World  War  II  and  re- 
joined DuMont  after  his  release  to  inactive  duty.  He  took  over  director- 
ship of  the  network  in  1949. 

Dr.  DuMont,  in  commenting  on  the  relationship  of  the  network  to 
the  manufacturing  divisions  of  the  company,  said  that  the  network 
operations  were  essential  to  his  company's  objective  of  remaining  an 
integrated,  self-sustaining  organization  in  the  television  industry.  In  the 
long  run  Dr.  DuMont  believed  the  network  would  be  as  profitable,  if 
not  more  profitable,  than  any  other  single  division  of  the  company.  He 
pointed  out  that,  when  the  market  for  initial  purchases  of  television 
receivers  became  saturated,  manufacturing  would  become  less  profitable. 
He  believed  that  at  such  time  the  network  would  be  profitable  and 
would  provide  increased  revenue  during  periods  of  intense  competition 
in  manufacturing. 

For  the  immediate  future,  while  set  circulation  was  growing,  Dr. 
DuMont  described  his  network  policy  as  carrying  on  a  ' 'holding"  opera- 
tion. The  network  was  given  a  budget,  and  the  personnel  were  sup- 
posed to  do  the  maximum  programing  possible  within  the  budget.  Dr. 
DuMont  stated  his  network  was  not  spending  as  much  on  programing  as 
were  NBC  or  CBS  but  that  it  was  offering,  for  some  programs,  listeners 
at  a  lower  cost  for  each  thousand  dollars  spent  by  advertisers  than  other 
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networks.  The  other  networks,  Dr.  DuMont  stated,  had  an  advantage 
in  the  prestige  which  they  were  gaining  through  heavy  expenditures 
on  programing. 

In  early  1951  an  experiment  was  under  way  in  Chicago  to  determine 
whether  the  public  would  be  willing  to  pay  a  fee  for  the  privilege  of 
viewing  first-run  motion  pictures  on  their  television  sets.  Known  as 
"Phonevision,"  this  project  was  sponsored  by  the  Zenith  Radio  Corpora- 
tion. Phonevision  was  being  fostered  as  a  method  of  supplementing  ad- 
vertising revenues  derived  from  commercially  sponsored  programs  and 
as  a  method  of  bringing  first-run  movies  to  the  television  screen. 

In  the  Phonevision  system,  first-run  motion  pictures  would  be  trans- 
mitted on  a  television  channel  in  such  a  fashion  that  a  "jiggling"  image 
would  be  received.  To  get  a  steady  picture,  the  viewer  would  dial  his 
local  telephone  office  and  request  to  see  the  picture.  An  "unscrambling" 
signal  would  then  be  transmitted  to  the  home  over  the  telephone  lines, 
which,  when  combined  with  the  television  signal,  would  produce  a  clear 
picture.  The  television  receiver  would  be  equipped  with  a  Phonevision 
attachment,  developed  by  Zenith,  to  introduce  the  unscrambling  signal 
to  the  set  circuit.  The  unscrambling  signal  would  not  interfere  with  the 
viewer's  telephone  and  he  could  receive  incoming  telephone  calls 
simultaneously  with  the  signal.  The  viewer  would  be  charged  a  fee, 
currently  established  at  $1.00  a  performance,  on  his  monthly  telephone 
bill.  The  Phonevision  revenue  would  be  divided  among  the  motion 
picture  company,  the  broadcasting  station  or  network,  and  the  telephone 
company.  Zenith's  income  would  be  derived  from  licensing  the  manu- 
facturing of  Phonevision  attachments. 

Trade  magazine  reports  concerning  the  ninety  day  Phonevision  ex- 
periment indicated  favorable  comments,  but  it  was  too  early  in  the  test 
to  present  conclusions  as  to  its  acceptance  by  the  public.  Dr.  DuMont 
believed  that  Phonevision  was  impractical  because  he  felt  that  the  con- 
sumer would  lose  interest  after  receiving  several  monthly  telephone 
bills  with  the  added  charges  attached  for  Phonevision  service. 

DUMONT  TELEVISION  TRANSMISSION  EQUIPMENT  DIVISION 

Television  transmission  equipment  consisted  of  apparatus  necessary 
for  television  broadcasting.  The  types  of  equipment  manufactured  were 
cameras  for  both  studio  and  remote  televising,  sound  equipment,  light- 
ing devices,  and  video  and  audio  control  devices. 

The  market  for  transmission  equipment  in  early  1951  was  limited, 
as  a  result  of  the  new  station  freeze,  to  the  export  market  and  the  re- 
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placement  equipment  market  for  existing  stations.  DuMont's  leading 
competitor  in  the  transmission  equipment  field  was  the  Radio  Corpora- 
tion of  America,  which  accounted  for  half  of  the  volume  of  sales.  Sales 
of  the  company's  transmission  equipment  were  made  through  company 
salesmen  and  manufacturers'  agents. 

The  transmission  equipment  division  had  operated  at  a  loss  during 
1950.  The  following  are  the  annual  sales  of  transmission  equipment 
from  1946  through  1949,  exclusive  of  intracompany  sales: 


Year  Sales 

1946  $  190,000 

1947   530,933 

1948   1,504,081 

1949   1,302,250 


DUMONT  CATHODE-RAY  TUBE  AND  INSTRUMENT  DIVISIONS 

The  DuMont  cathode-ray  tube  division  manufactured  cathode-ray 
tubes  for  the  company's  receiver,  transmitter,  and  equipment  divisions, 
and  for  sale  to  other  manufacturers.  The  division  had  expanded  along 
with  the  receiver  division  and  was  a  very  profitable  operation.  The 
following  are  tube  division  sales  for  1947  through  1949,  exclusive  of 
intracompany  transactions : 

Year  Sales 

1947  '  $1,027,100 

1948   3,112,239 

1949   6,039,024 

The  division  featured  large-size  tubes  ranging  from  16  inches  to  20 
inches  in  diameter.  It  also  produced  a  17  inch  rectangular  tube.  The 
division  had  developed  a  30  inch  tube  which  DuMont  was  planning  to 
feature  in  its  largest  home-screen  television  set  produced  thus  far  in  the 
industry. 

The  company  had  expanded  its  tube  production  facilities  when  it  had 
purchased  a  plant  in  the  Allwood  section  of  Clifton,  New  Jersey.  It 
constructed  an  addition  to  this  plant,  after  which  a  total  of  175,000 
square  feet  of  floor  space  was  used  in  tube  production,  with  modern 
equipment. 

The  DuMont  instrument  division  produced  cathode-ray  tube  instru- 
ments for  measuring  oscillations  and  for  testing  purposes.  Markets  for 
DuMont  oscillographs  included  scientific  laboratories  and  industrial 
organizations  requiring  an  accurate  measuring  device  in  the  fields  of 
electricity,  mechanics,  light,  heat,  and  sound.  Cathode-ray  oscillographs 
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were  used  in  testing  radio  and  television  receivers,  welding  circuits, 
circuit  breakers  for  transmission  lines,  and  for  a  variety  of  other  pur- 
poses. 

DuMont  oscillographs  were  distributed  throughout  the  world  by 
seventeen  manufacturers'  agents  and  three  exclusive  distributors.  The 
DuMont  company  was  virtually  the  only  producer  of  high-quality  in- 
struments, according  to  Dr.  DuMont.  He  also  said  that  there  was  limited 
competition  in  the  cheaper  instrument  field. 

The  following  are  annual  sales  figures  for  oscillographs  for  1946-49, 
inclusive: 


Year  Sales 

1946  $1,700,000 

1947   1,702,645 

1948   2,978,325 

1949   2,113,513 


The  company  constantly  sought  new  applications  and  markets  for 
its  instruments.  The  instrument  division  worked  closely  with  the 
cathode-ray  tube  division  in  the  development  of  new  tubes  to  meet  the 
requirements  of  new  markets. 

RESEARCH  AND  DEVELOPMENT 

In  1951  the  company  continued  to  emphasize  research  and  develop- 
ment work  on  products  utilizing  cathode-ray  tubes,  along  with  its  manu- 
facturing and  selling  activities.  The  following  are  company  annual  re- 
search expenditures  exclusive  of  engineering  expenses  for  the  years 
1943  through  1946: 


Research  Percentage 

Year             -                      Expenditures  of  Net  Sales 

1943  $151,534  3-4% 

1944                                   138,537  1.5 

1945...  :                     370,858  5.4 

1946                                   362,713  15-8 


Dr.  DuMont  stated  that  the  company's  research  activities  were 
limited  to  projects  which  were  applicable  in  the  near  future  to  its  prod- 
ucts and  that  it  did  not  engage  in  "pure"  research.  Examples  of  research 
projects  included  the  development  of  color  television,  the  study  of  wave 
propagation  leading  to  better  television  reception,  and  applications  of 
cathode-ray  tube  instruments  for  specific  industries. 

The  DuMont  research  division  was  under  the  direction  of  Dr.  Thomas 
T.  Goldsmith,  Jr.,  who  joined  the  DuMont  organization  in  1936  after 
receiving  his  Ph.D.  degree  from  Cornell  University.  Dr.  Goldsmith,  in 
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explaining  the  relationship  of  his  research  division  to  the  development 
and  engineering  groups  of  the  various  product  divisions,  stated  that  his 
group  was  interested  in  the  application  of  proven  ideas  that  came  from 
organizations  engaged  in  "pure  or  idea"  research.  Dr.  Goldsmith  pointed 
out  that  his  division  did  not  engage  in  product  development  or  engineer- 
ing research  but  that  there  was  a  certain  amount  of  overlapping  be- 
tween his  division  and  the  product-development  groups.  Usually,  his 
research  division's  activities  were  of  interest  to  several  DuMont  di- 
visions. For  instance,  Dr.  Goldsmith's  group  was  studying  the  reception 
of  television  signals  in  various  parts  of  the  frequency  spectrum.  Dr. 
Goldsmith  said  that  the  results  of  this  study  were  of  interest  to  the  tele- 
vision receiver  sales  division  because  such  research  would  help  them 
determine  where  receivers  could  be  installed  successfully.  In  addition, 
it  was  of  interest  to  the  television  broadcasting  network  group  because 
it  would  be  of  help  in  "selling"  advertisers  on  the  basis  of  factual  in- 
formation on  potential  audience  reception  of  television  programs. 

Monthly  meetings  of  the  television  research  and  product  develop- 
ment sections  and  the  research  division  under  Dr.  Goldsmith  were  held 
for  liaison  purposes.  In  addition,  the  research  division  prepared  a 
monthly  report  for  Dr.  DuMont  summarizing  its  progress  in  various 
projects  under  way. 

All  research  and  development  projects  involving  probable  expendi- 
tures of  $10,000  or  more  were  approved  by  Dr.  DuMont  after  being 
reviewed  and  forwarded  to  him  by  Dr.  Goldsmith.  Dr.  Goldsmith  said 
that  Dr.  DuMont,  because  of  his  technical  background,  was  able  to 
apply  very  keen  judgment  in  selecting  and  approving  projects.  (Dr. 
DuMont  continued  to  maintain  a  laboratory  in  back  of  his  home  and 
spent  an  average  of  fifteen  hours  a  week  there.  There  was  also  one  full- 
time  man  working  in  this  laboratory. ) 

Dr.  Goldsmith,  in  summarizing  the  DuMont  research  activities,  stated 
that  the  company  was  basically  in  the  business  of  developing  the 
cathode-ray  tube.  Television  was  only  one  successful  application  of  the 
cathode-ray  tube;  and,  although  it  tended  to  overshadow  other  activities 
of  the  company,  the  DuMont  organization  was  forging  ahead  in  finding 
new  applications  of  the  cathode-ray  tube.  Dr.  Goldsmith  continued: 
"There  are  endless  applications  of  the  cathode-ray  tube,  and  I  couldn't 
begin  to  exhaust  all  the  industries  that  need  cathode-ray  instruments." 
Dr.  Goldsmith  stated  that,  as  new  applications  of  the  tube  were  de- 
veloped, DuMont  could  either  manufacture  and  sell  the  product  itself 
or  license  it  out  to  other  manufacturers  on  a  royalty  basis.  In  one  case, 
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the  DuMont  company  organized  and  held  an  interest  in  a  new  company, 
called  the  Bio-Electronic  Corporation,  which  was  exploiting  a  cathode- 
ray  instrument  for  determining  the  fertility  and  hatchability  of  eggs. 

FINANCE 

From  1935  through  1942  DuMont's  basic  capital  structure  had  re- 
mained substantially  the  same.  In  each  of  the  years  1943,  1944,  and 
1946,  additional  Class  A  common  stock  was  sold  to  increase  the  com- 
pany's financial  resources  (see  Exhibit  14). 

In  1938,  Paramount  Pictures,  Inc.,  purchased  14,000  shares  of  Class 
B  common  for  $1.00  a  share  ($1.00  par  value).  In  addition,  it  secured 
options  for  the  purchase  of  the  remaining  42,000  shares  of  Class  B 
common  at  $1.00  a  share,  in  blocks  of  14,000  shares.  At  the  time  it  ac- 
quired the  first  14,000  shares  of  Class  B  stock,  Paramount  advanced 
the  DuMont  company  $36,000  in  exchange  for  a  3%  note  and  further 
agreed  to  lend  DuMont  an  additional  $36,000  for  each  stock  purchase 
option  exercised.  Paramount  later  purchased  the  remaining  42,000 
shares  of  Class  B.  At  that  time  there  was  an  equal  amount  of  A  and  B 
common  stock  outstanding — 56,000  shares. 

In  1943  both  the  A  and  B  common  stock  were  split  ten  for  one,  and 
the  par  value  of  the  stock  was  reduced  from  $1.00  to  10  cents  a  share. 
DuMont  Class  A  common  stock  was  selling  at  about  $16.00  a  share  on 
the  New  York  Curb  Exchange  in  the  middle  of  January,  1951. 

In  1943  the  DuMont  5%  notes,  with  some  exceptions,  and  the  pre- 
ferred stock  were  converted  to  Class  A  common  stock,  resulting  in  a 
simplification  of  the  DuMont  capital  structure. 

In  1944,  225,000  shares  of  Class  A  common  stock  were  sold,  netting 
the  company  $1,400,000.  The  purpose  of  this  stock  sale,  according  to 
the  company's  annual  report  for  1944,  was  to  provide  working  capital 
for  television  manufacturing  and  broadcasting  operations. 

In  1946,  425,000  shares  of  DuMont  Class  A  common  were  sold, 
netting  the  company  a  little  over  $4,000,000.  The  prospectus  covering 
this  stock  sale  stated  that  the  proceeds  of  the  sale  plus  the  unexpended 
proceeds  ($400,000)  of  the  1944  stock  sales  "are  proposed  to  be  used 
for  the  expansion  principally  of  the  company's  facilities  for  television 
broadcasting  and  the  manufacture  and  sale  of  the  television  receiving 
sets  and  transmitting  equipment."  The  prospectus  went  on  to  explain 
that  part  of  the  proceeds  would  be  used  in  the  construction  and  equip- 
ping of  four  television  broadcasting  stations  and  also  for  "operating  and 
providing  programs  for  all  of  the  company's  stations  during  the  period 


648 


POLICY  FORMULATION  AND  ADMINISTRATION 


Exhibit  14 

Allen  B.  DuMont  Laboratories,  Inc. 

Comparative  Balance  Sheet,  1938-50 
(In  Thousands) 


Assets 

1938 

1939 

1940 

1941 

1942 

$  10 

$345 

$145 

$  95 

$  163 

Accounts  Receivable  (Net)  

15 

19 

23 

69 

318 

Inventories  

39 

88 

179 

230 

498 

Taxes  Refundable  under  Carry-Back  Provisions 

and  Other  Current  Assets  

Total  Current  Assets  

"$64 

"$452 

^347 

^394 

$  979 

Property,  Plant,  and  Equipment: 

Manufacturing  Facilities  \ 

114 

Broadcasting  Facilities  J 

65 

175 

238 

309 

Less:  Reserves  for  Depreciation  and  Amorti- 

zation of  Manufacturing  Facilities  

13 

22 

36 

60 

Less:  Reserves  for  Depreciation  of  Broadcast- 

ing Facilities  

Patents,  Patent  Applications,  and  Licenses  . . .  .1 

42 

89 

114 

131 

Less:  Reserves  for  Amortization  J 

128 

Other  Assets  

 27 

 65 

85 

107 

87 

Total  Assets  

$198 

$707 

$699 
~ 

$834 

$1,443 

Liabilities  and  Capital 

Accounts  and  Notes  Payable  

$  22 

$  31 

$  88 

$123 

$  292 

Other  Current  Liabilities  

8 

4 

5 

56 

365 

Total  Current  Liabilities  

$  30 

$  35 

$  93 

$179 

$  657 

Mortgages  and  Notes  Payable  

68 

594 

594 

594 

600 

Deferred  Income  

3 

17 

92 

87 

Reserve  for  Contingencies  

5 

2 

Capital  and  Surplus: 

6%  Preferred  Stock  

30 

30 

30 

30 

30 

Class  A  Common  

56 

56 

56 

56 

56 

Class  B  Common  

14 

56 

56 

56 

56 

5%  Cumulative  Preferred  Stock  

Paid-in  Surplus  

7 

7 

7 

7 

7 

Earned  Surplus  

 7d 

79d 

156d 

180d 

50d 

Total  Liabilities  and  Capital  

$198 

$707 

$699 

$834 

$1,443 

when  their  income  may  be  insufficient  to  maintain  them." 

The  company  financed  its  continued  expansion  after  1946  in  several 
ways.  First,  it  retained  in  the  business  a  substantial  proportion  of  the 
profits.  In  1948,  directors  voted  a  first  dividend  of  25  cents  a  share; 
profits  after  taxes  equaled  $1.29  a  share.  In  1949  a  dividend  of  50  cents 
a  share  was  declared,  with  net  income  of  $1.49  a  share.  Second,  the 
company  in  1948  sold  150,000  shares  of  5%  cumulative  convertible 
preferred  stock  at  par  value  of  $20  a  share.  The  net  proceeds  to  the 
company  were  approximately  $2,700,000.  Third,  the  company  financed 
the  acquisition  of  some  of  its  properties  partially  by  mortgages.  Fourth, 
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1943 

1944 

1945 

1946 

1947 

1948 

1949 

mo 

$  245 
720 
1,089 

$2,572 
1,519 
1,275 

$1,031 
1,170 
819 

$1,174 
392 
2,914 

$  827 
1,389 
4,248 

$  4,810 
1,880 
5,397 

$  7,204 
2,756 
5,478 

$10,779 
5,767 
13,211 

113 

208 

639 

103 

82 

64 

1,331" 

$2,054 

$5,479 

$3,228 

$5,119 

$6,567 

$12,169 

$15,502 

$31,088 

481 

649 

963 

[1,320 
\  658 

1,593 
960 

4,261 
1,595 

6,755 
1,817 

7,980 
2,167 

127 

229 

446 

428 

476 

625 

855 

1,266 

f  i<a 
J  Ijo 

1  29 

29 

1  "71 

1/3 
38 
39 

197 
47 
21 

111 
219 

56 
102 

467 
235| 
66/ 
220 

719 
171 

30 

1,016 
196 
5 

1,259 
(319 
\104 
107 

$2,566 

$6,073 

$3,916 

$6,657 

$8,566 

$16,882 

$22,404 

$39,032 

$  763 
695 

$1,618 
1,567 

$  760 
330 

$  724 
383 

$2,088* 
407 

$  2,419 
2,146 

$  3,420 
3,440 

$5,510 
8,625 

$1,458 
20 
2 

50 

$3,185 
15 
75 
50 

$1,090 
8 
75 
50 

$1,107 
231 
75 
50 

$2,495 
221 
43 
50 

$  4,565 
1,592 
32 
50 

$  6,860 
1,883 
21 
420 

$14,135 
1,714 
114 

82 
56 

620 
278 

105 
56 

2,023 
564 

105 
56 

2,023 
509 

147 

56 

5,962 
971d 

147 
56 

5,962 
408d 

148 

56 
3,000 
6,069 
1,370 

154 

56 
2,878 
6,689 
3,443 

180 
56 
2,585 
12,452 
7,796 

$2,566 

$6,073 

$3,916 

$6,657 

$8,566 

$16,882 

$22,404 

$39,032 

d  Deficit. 

*  Includes  note  payable  to  bank  for  loan  of  $1,500,000  borrowed  under  a  revolving  credit  agreement  originally 
negotiated  in  1946. 

t  Includes  U.S.  Treasury  bill  at  cost,  $997;  advances  to  suppliers,  $184;  prepaid  expenses,  $150. 
Source:  Annual  reports  and  prospectus  dated  May  21,  1946. 


the  company  sold  250,000  shares  of  Class  A  common  stock  in  the  spring 
of  1950,  with  net  proceeds  to  the  company  of  $5,650,000.  The  price 
was  $25  a  share.  Fifth,  the  company  maintained  a  revolving  credit 
agreement  with  a  bank  as  an  added  source  of  temporary  working  capital. 
DuMont  borrowed  under  this  agreement  from  time  to  time.  Finally,  the 
company  expanded  its  sales  and  at  the  same  time  tried  to  limit  its  in- 
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Allen  B.  DuMont  Laboratories,  Inc. 

Comparative  Statement  of  Profit  and  Loss,  for  Years  Ending 
December  31,  1937-47,  and  January  1,  1949-51 
(In  Thousands) 


1937 

1938 

1939 

1940 

1941 

1941 

Net  sales  

$103 

$  94 

$117 

$176 

$648 

$2,173 

Costs  and  expenses  (including  operation  of  broadcasting 

stations)  

113 

103 

214 

262 

673 

2,003 

Gross  profit  on  sales  

$  10d 

$  9d 

$  97d 

$  86d 

$  25d 

$  170 

Other  income  

13 

2 

7 

2 

20 

$  3 

$  9d 

$  95d 

$  79d 

$  23d 

$  190 

Provision  for  federal  income  taxes  

60 

$  3 

$  9d 

$  95d 

$  79d 

$  23d 

$  130 

Net  sales  

Less:  Renegotiation 


ljustment 


Cost  and  expenses: 

Cost  of  sales  

Selling  and  applications  engineering 

expense  

Research  

Administrative  and  corporate  expense 

Discount  on  sales  

Interest  and  amortization  of  debt 

discount  

Premium  on  redemption  of  notes .... 

Operating  broadcasting  stations  (net 
of  income)  

Gross  profit  on  sales  

Add :  Other  income  

Income  from  royalties  

Discount  on  purchases  

Profit  on  sale  of  investment  in  Ma- 
jestic Radio  Television  Corporation 
Net  profit  on  sale  of  notes  held  in 

treasury  

Tube  Research  Laboratory  income .  .  . 

Less:  Provision  for  federal  taxes  on  in- 
come: 

Income  tax  

Excess  profits  tax  

Less:  Postwar  refund  and  carry-back 

refunds  

Provision  for  loss  on  investments .... 


1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

$4,648 

$9,129 

$6,971 

$2,287 

$11,035 

$26,859 

$45,154 

$76,096 

185 

606 

$4,463 

$8,423 

$6,971 

$2,287 

$11,035 

$26,859 

$45,154 

$76,096 

$3,269 

$6,508 

$5,612 

$2,497 

$  7,844* 

$20,199f  $34,792J  $56,285j 

203 

506 

565 

577 

l,056f 

1,726 

3,297 

4,481 

152 

138 

371 

363 

310 

432 

362 

440 

754 

1,064 

1,549 

2,295 

57 

63 

36 

24 

42 

33 

43 

109 

95 

83 

$4,098 

$7,689 

$6,979 

$3,877 

$  9,654 

$23,032 

$39,747 

$63,162 

84 

173 

345 

704 

895 

$4,182 

$7,862 

$7,324 

$4,581 

$10,549 

$23,032 

$39,747 

$63,161 

$  281 

$  661 

$  353d 

$2,294d  $  486 

$  3,827 

$  5,407 

$12,934 

$  75 

$  113 

$  267 

$  112 

$  159 

$  151 

$  150 

$  32 

22 

40 

30 

33 

46 

113 

23 

$  270 

$  199 

$  181 

$  183 

$  78 

$  75 

$  113 

$  267 

$  47 

$  60 

$  1,200 

$  2,250 

$  6,300 

297 


615   

(61) ($  193) ($  639) 


$  344   $  614  ($  193)($  639) 


1,200    $  2,250    $  6,300 


Net  income   $  207    $  246    $     21    $l,472d  $     564    $  2,702    $  3,270  $6,901 

d  Loss. 

*  Includes  research  and  engineering  expenses  of  $855,383. 
t  Applications  engineering  expense  included  in  cost  of  sales, 
t  Includes  broadcasting  operations  and  research  expenses. 

Source:  Annual  reports  and  prospectus  dated  May  21,  1946,  covering  1946  sale  of  stock  and  company  records. 
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ventory  expansion.  In  1949,  for  example,  sales  increased  about  $18,- 
000,000  over  sales  in  1948.  As  of  January  2,  1949,  inventories  totaled 
$5,397,074;  as  of  January  1,  1950,  inventories  equaled  $5,489,374  or 
an  increase  of  only  $81,270. 

See  Exhibit  15  for  a  comparative  statement  of  profit  and  loss  for 
1937-50,  inclusive. 

BOARD  OF  DIRECTORS 

In  January,  1951,  the  company's  board  of  directors  consisted  of  the 
following: 

Allen  B.  DuMont,  president 

DuMont  operating  executive 
Leonard  F.  Cramer,  vice-president 

DuMont  operating  executive 
Bruce  T.  DuMont,  general  superintendent 

DuMont  operating  executive 
Thomas  T.  Goldsmith,  Jr. 

DuMont  operating  executive 
David  Van  Alstyne,  Jr. 

Van  Alstyne,  Noel  &  Co. 
Paul  Raibourn,  treasurer 

Vice-president,  Paramount  Pictures  Corporation 
Barney  Balaban 

President,  Paramount  Pictures  Corporation 
Edwin  L.  Weisl 

Simpson,  Thurber  &  Bartlett,  counsel  for  Paramount 

Pictures  Corporation 

The  last  three  directors  were  elected  by  Paramount  Pictures,  Inc. 
David  Van  Alstyne,  Jr.,  of  the  investment  banking  firm  Van  Alstyne, 
Noel  &  Co.,  joined  the  DuMont  board  in  1946,  the  year  that  Van 
Alstyne,  Noel  &  Co.  acted  as  one  of  the  principal  underwriters  of  the 
Class  A  common  stock  sale. 

Holders  of  Class  A  common  elected  the  president  and  vice-president 
of  the  company  and  also  five  of  the  eight  directors.  The  Class  B  stock- 
holder ( Paramount  Pictures  Corporation )  elected  the  treasurer,  assistant 
treasurer,  secretary,  and  the  remaining  three  directors.  The  officers 
elected  by  Paramount  were  not  salaried  employees  of  the  company.  Prior 
to  1946,  each  class  of  common  stock  was  entitled  to  elect  half  of  the 
members  of  the  board  of  directors.  The  election  privileges  for  each  class 
of  stock  put  into  effect  in  1946  resulted  in  control  of  the  company  by 
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the  Class  A  stockholders,  of  whom  Dr.  DuMont  was  one.  Both  the 
DuMont  company  and  Paramount  Pictures  denied  any  common  control 
between  these  two  organizations,  and  the  annual  report  for  1946  stated 
that  since  March  27,  1946  (when  the  new  voting  arrangement  became 
effective) ,  the  holder  of  Class  B  common  stock  was  unable  "decisively  to 
influence  the  policies  of  DuMont." 

PLANS  FOR  THE  FUTURE 

The  single  biggest  variable  in  future  planning,  according  to  Dr. 
DuMont,  was  the  international  situation.  With  accelerated  defense 
mobilization,  Dr.  DuMont  expected  that  by  the  last  half  of  195 1  civilian 
output  would  be  substantially  curtailed.  Dr.  DuMont  stated  that  he  was 
unable  to  forecast  output  for  the  last  half  of  1951  because  he  could  not 
predict  the  volume  of  military  orders  which  would  become  available. 
He  stated  that  one  of  the  immediate  dangers  facing  his  company  and 
the  electronics  industry  in  general  was  the  reduction  of  civilian  output 
because  of  materials  restrictions,  with  the  absence  of  military  orders. 
Such  circumstances  would,  Dr.  DuMont  said,  force  the  company  and 
the  industry  to  lay  off  skilled  and  trained  workers,  which  he  believed 
would  seriously  retard  the  defense  effort. 

Dr.  DuMont  stated  that  plans  had  been  made  within  his  company  for 
securing  government  orders  and  for  organization  for  defense  work.  The 
plans  called  for  the  maintenance  of  the  existing  divisional  organization. 
Dr.  DuMont  was  a  member  of  the  Electronics  Equipment  Advisory 
Committee,  which  represented  the  electronics  industry  in  production 
planning  with  the  Department  of  Defense,  National  Production  Au- 
thority, and  other  government  agencies.  In  addition,  DuMont's  assistant 
to  the  president  was  designated  as  Coordinator  of  Mobilization  Planning 
to  bring  together  the  company's  negotiations  with  government  purchas- 
ing agencies.  Two  government  sales  agencies  within  the  company  were 
established: — one  to  represent  the  receiver  and  electronic  parts  divisions 
and  the  second  to  represent  all  other  divisions.  The  co-ordinator  was  to 
be  apprised  of  all  planned  visits  to  government  offices,  and  he  in  turn 
was  to  avoid  having  one  government  office  visited  too  frequently  by  a 
number  of  company  representatives.  The  co-ordinator  was  also  to  re- 
ceive copies  of  invitations  to  bid. 

A  War  Production  Coordinating  Committee  consisting  of  the  vice- 
president,  controller,  general  manager  of  manufacturing  divisions,  and 
the  assistant  to  the  president  was  formed  to  screen  prospective  contracts, 
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to  decide  their  feasibility  for  the  company,  and  to  assign  them  to  the 
divisions  for  further  exploration  and  eventual  production. 

The  various  company  divisions  were  instructed  to  lay  plans  for  plant 
conversion,  particularly  regarding  the  need  for  new  jigs,  fixtures,  and 
capital  equipment. 


fa 


x       t)ate  Due 

i  t 

 , 

BUSINE. 
ADM 


Policy  formulation  and  adm.ms  mam 


3  0321*1 


